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Part I 


The Economic Emergency with respect to milk producers in 
the area which supplies milk to the Topeka market. 


The average prices reecived by farmers for fluid milk testing 3.5 
percent butterfat, delivered to dealers on the Topeka market declined 
steadily from $2.30 per hundredweight in 1929 to $1.13 in 1933--a decline 
of 47 percént. Sinece 1933 the price has risen to $1.53 per hundredweight 
in 1934 and #1,91 in 1985, partly as a.result of curtailment of supplies 
due to the drought in 1934,. to higher prices for feed, and to improved 
demand conditions. While price; paid by farmers in the United States for 
commodities bought also declined from 1929, to 1933, the decline was some-— 
what less than that of milk prices on the Topeka market. The index of 
prices paid by farmers for commodities bought declined from 153 (1910- 
1914 = 100) in 1929 to 109 in 1933, and then increased to 123 in 1934 and 
125 in 1935. (See Table I). Thus there was a marked decline in the pur-— 
chasing power of fluid milk sold on the Topeka market from 1929 to 1933, 
in terms of the commidities bought by all farmers in the United States. 
Since then, however, the purchasing power of milk sold on this market has 
increased. The increase in the purchasing power of milk sold by dairy 
farmers in this area, however, has probably been less than the increase 
in purchasing power of milk sold by all farmers in the United States, due 
to the large increase in price of feeds as a result of the drought in 
1934 which was severe in the Topeka area. In 1935 the average mwrice. OL 
1000 pounds of milk on the Topeka market was equivalent to the average 
farm price in Kansas of 21 bushels of corn, 1,4 tons of alfalfa hay, or 
1080 pounds of cottonseed meal. In 1929 it was equivalent to 30 bushels 
of corn, 1.9 tons of hay, or 970 pounds of cottonseed meal. 


The gross income of farmers from milk produced in Kansas. declined 
sharply after 1929. In 1934, it was only $31,940,000 compared with 
$54,416,000 in 1929 - a decline of 41.3 percent (See table 2). There 
was a similar decline in the United States as a whole and there is no 
reason to expect that the decline in the area from which Topeka obtains 
its milk supply has been materially different, 


The cash income from dairy products sold from, farms in Kansas 
declined from $42,917,000 in 1929 to $25,104,000 in 1934 - a decline of 
41.5 percent or practically the same as the decline in the gross income 
from milk produced, compared with a decline of only 20 percent in the 
prices of things that farmers buy. (See table 3), While the cash in- 
come of farmers from dairy products sold from farms in the area from which 
Topeka obtains its milk supply are not available it is only reasonable to 
expect that the changes have been similar to those for the State of Kansas. 
This assumption seems reasonable in view of the close relationship between 
changes in cash income from dairy products in the State of Kansas and the 
United States as a whole, (See table 3) and the close relationship between 
prices of dairy products throughout the State of Kansas and the United States 
as a whole, as shom — Part IV. 
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Table 1. Prices received by fhrmers for fluid milk sold on the 
Topeka Market, farm prités of whole milk, butterfat 
and butter in Kansns, and index numbers of prices paid 
by farmers in the United States for commodities bought, 1@ 
by years, 1919 -.1935 a 


Dealers buying : Kansas farm ‘ Kansas farm Kansas farm: Index cf price | 

:price per ewt. of: price of milk : price of : price of ‘ paid by farmer 

Year; 3.5% raw milk : yer ewt. ' butterfat | butter | for commoditic 

delivered FOB : ‘ per pound : per pound: bought — U. §. 

‘ Topeka, Kansas ‘ 2 st (1909-14=100) 

ee es i ete cents 9) Gent euaine Percent 

1g19 } 3.46 Pits eo Se | 6S 202 
1920 ! 3.38 Boake eas: ‘51.2 3 201 
TOs ja Oe Deis OE Cie a ciee, yp B26 ‘a eeu 152 
1922 ! 1.70 1.90 ROO.) 4) Brawn hsOeoaee 149 
1923. ; 2.15 2G) Aca Seca 152 
1924 } 2.08 2.09 Cayley : BaD i wile 152 
1925 : 2.05 ae Wink: Bom Bore 38.9 157 
1926 | 2.07 Sit B13 sy eoBe 0, canta Saas 155 
leer : Die Sem face, eae Ae Go at 153 
meee ty, 2.29 : Bees a eee 42,7 | 155 
1929 ! 2.30 2.18 y Ae 408 43.06.03 153 
1930 } rsa To) « AMR ERS B47 145 
19300 1677 1.48 | Mele 26.7° 3 1Le4 
Wears ee tn ee cele he able byte ih eB riee! LO? 
1933 : ea 1.08 hie GSS LO eas 105 
1934 ; 58 1.82 eh ayo. ed eee 
1935 } OAS fis, 1.50 CeO une is 2 a uel 125 


Compiled from reports of the Bureau of Agricultural Economics. 
1/ Six Months average. 


oy Basic price ~ price paid for milk used in fluid form for city distribution. 


) in the rocks milk shed and sass at 
ne, during the period 1929-1933, in| 


milk sold wholesale, (2) the purchasii 

ne from milk produced on farms, and — 
from farms. According to available ata 
nly partial recovery in such: Ses e 


Table 2. Gross Income from Milk produced: on Farms in . 
the United States, and in the State of Kansas, 
supplying Milk to the Topeka, Kansas Marketing 
Area, and percentage decline from 1929, in 
such Gross Income, 1929 — 1934, 


See EARN “PRON 6 TRE TTS ETO SRN: 5 AOORS ean nema 0 


~ et I RF OR Ao Es Oe w=. 


eam Vcroem tions: Percent ; Gro. ss Income ; Percent 

; decline decline 
; ee 
1,000 Dollars : Percent : 1,000 Dollars Percent 

1929 : 2, dae, 553 | - : 54,416 ? - 

1930: 2,030,853 : 16 esto 7 tee 

1931 : 1,614,394 : 30.5 : 38 ,044 : 40.1 

1932 : 1,260,424 45.7 3 28,610 : 47.4 

1933 : L262 554 | 45.6 : £8,578 47.5 

1934 : 1,421,253 38.8 3 51,940 3 41.3 


United States 
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Compiled from reports of the Bureau of Agricultural 
Economics, Division of Crop and Livestock Estimates. 
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Table 3, Cash Income from Dairy Products sold from 
Farms in the United States, and in the State 
of Kansas, supplying Milk to the Topeka, Kansas 
‘Marketing Area and percentage decline from 1929 
in such cash income, 19c9 = 1934. 


ee ae 


United States | | Le waneds 

Year | n Rencontre be eerercent’ yi we 
' Cash Income {:"Décline. ; Cash Income : Decline 
‘ | + from 1929 «.. ' from 1929 

“TTT FT 000 Dollars: Percent + 1,000 Dollars: Percent 

1929 i owatee7 25508 oye ‘42, O17 rae) yr 

1930 { 1,615,363 } 1S gee 86,295. 03 15.4 

Odds an eee 7en sane 30.8 30s BORMe me Uh eB WO 

1932 985,099 |. a 285780" 46.9 

Loge | 988,880 | 46.5 | 2400P Wem Age 

1934 e/a OLEe t eG abs 25 91040 hee en Adee 
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Compiled from reports: of the Burenu of Agricultural 
Economics, Division of Crop and Livestock Estimates. 


le Includes benefit payments and Government purchases. 
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Table 4: Cash income from all farm products and percent~ 
age cash income from dairy products was of cash 


income from all‘farm products, 1929 - 1934, , 
ON ery alla Aen eel, United State~ a aves i 
Cash Income Percent which “Cash Income ‘ Percent which 
; From total : cash income from! From total cash income from 
Year: Farm : dairy production: Farm : dairy production 
: Production : is of total cash: Production : is of total cash 
: | income from farm: | 1 income from farm 
' production a 3 ne production 
mb 000 Dollars} Percent al 000 Rien : Percent 
da eo 2510, cea yang: 18.0 # 418,815 | eee 
O50 iste 7,087), 60b p<! 20.2 ae eRe ay ee 
1931’. 4), 5,795,148... 3 Meer Cece ne 13.2 
TOSS Wai 4/SEB; SO Buu: eeeae y 146,245. lt 15,6 
1933-1/! 5,402,094: 18.3 eracoae s 15,1 
ORAS ig Oni) jaa. : 17.2 Ley se ines ive 


as Sosetabes er er ee LOS AIO | TT 5 theca iad : 
= ~ —_ coarseness a won cS et SS *ERPP NR SRS URS unrnaesinversansenerap-stntage est a 


Compiled from reports of the Division of Crop and Livestock 
Estimates, Bureau of Agricultural Economics, U. S. Department 
of Agriculture. 


i) Includes benefit payments and Government purchases. 


5 


aoe 
Part II 


The Importance of Dairy Farming as an Agricultural 
anterprise in the Area Supplying milk to Topeka, 


The importance of milk production as an agricultural enter- 
prise in Kansas is indicated in Table 3, 


Milk production is an imvortant agricultural enterprise in 
tne cointr’ as a waole. In 1929 the cash income from dairy products 
sold from farms was 18,0. percent of the cash income from sales of all 
agricultural products from farms in the United States, Cash income 
from mill sold from farms in Kansas during the years 1929-1934 varied 
from 10.2 percent to 15.6 percent of cash income from all farm oroducts. 


The type of farming area from which Topeka draws most of its 
supply of fluid milk and sweet cream, shown in Figure 1 as area 2, 
is the most important whole—milk producing area in the state. Dairy- 
ing nolds first place among live-stock enterprises in this area, 
"Practically all of this area is in the trade territory of one or 
more large towns such as Kansas City, Topeka, Lawrence, or Leaven- 
worth," 1/ In 1929, 11.2 percent of the farms received 40 percent 
or more of their income from the sale of dairy vroducts according 
to the United States census. 


Such being the case, activity directed toward the enhance- 
ment of o.rices to producers and financial returns from milk produc- 
tion in the area supplying milk to the Topeka liarketing Area is 
warrantcd and necessary to offectuate the policy of Congress as 
steted in the Agricultural Adjustment Act. 


ey Tvpes of Farming in Kansas, Kansas Scate Agricultural Experiment 
Deation Bulletin No, <5l p. 37. 
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Figure 13 TYPE OF FARMING AREAS IN THE TOPBEA KANSAS, SUPPLY AREA 


On ean NP RE ce 


AREA 1:= General farming is followed in Area 1. Corn is more im- 
portant and oats and wheat are less important than in the area just 
below where corn, wheat and oats are fairly well balanced. Grain 
sorgiums are relatively important. There is considerable hay and 
pasture. Dairying and poultry are somewhat more important than in 
the area just below where dairying and poultry are important enter= 
prises. : ie, ‘. : 
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AKEA 2:~ General farming also is followed in Area 2. Dairying, 
especially whole milk production, is common. Corn is the predominant ” 
grain crop and is followed in importance by wheat and oats. Alfalfa i 
is the chief hay crop. Poultry are important. 


AREA 3:- This area is in the corn belt. Corn and hogs are most 
important, with wheat and oats comparatively unimportant. Beef 
cattle, alfalfa, and poultry are important enterprises. 


AREA 4:- This area includes the long-grass grazing region comprising 
chiefly the Blue Stem belt. Corn and sorgimms are the chief feed 
crops. Wheat is sometimes grown on the more level land. Cattle are 
shipped in for the grazing season. Some cow herds are kept and a 
small proportion of the steers are fed either on grass or later. 
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Comparisén, of the Pricés Sbecified in the 
Proposed MAS cating Agrsoment for the 
Topeka M*rketing Area with Parity 
Prices Tor wilk Supplying 
the Topeka Marketing 
Areca. 


Section 2 of the Agricultural Adjustment Act, as amended on August 24, 
1935, statcs that it is the declared policy of Congress '"(1) Through the ex- 
ercise of the powers conferred upon the Secretary of Agriculture under this 
title, to establish and meintein such balance between the production and con- 
sumption of ogricultural commodities, and such marketing conditions therefor, 
as will reestablish prices to farmers at a level that will give agricultural 
commodities a purchasing power with respoct to articles that farmers buy, 
equivalent to the purchasing pover of agricultural commodities in the base 
period; and, in the case of all commodities for which the dase period is the 
pre-var period, August 1909 to July 1914, will.also reflect current interest 
payments per ecre on farm indebtedness secured. by real estate and tax 0aVv- 
ments per acre on farm real estatc, as contrasted with such interest pay- 
ments and tax payments during the base poriod,- The base period in the case 
of all agricultural commodities, except tobreco end potatoes, snall be the 
pre-war period, Ausust 1909 to July 1914. In the case of tobacco and po- 
tatoes, the base period shall be the post-war period, August 1919 to July 
Las a ee 


In section 8¢ of the Agricultural Adjustment Act, as emended, it is 
provided tnat "In connection with the making of any marketing agreement or 
the issuance of any order, if the Secretary finds and proclaims that, as to 
eny commodity specified in such marketing agreement or order, the purchasing 
power during the base period specified for such commodity in section 2 of 
this title cannot be satisfactorily determined from available statistics 
of the Department of Agriculturs, the base period, for the purposes of such 
marketing agreement or order, siie2ll be the post-war period, August 1919 to 
July 1929, or all that portion thereof for which the Secretary finds and oro- 
claims that the purchasing power of such commodity can be satisfactorily 
determined from available statistics of the Department of Agriculture." 


In tne case of milk produced for sale in the Topeka Marketing Area, 
available statistics in the Department of Agriculture with respect to the 
August 1909 to July 1914 base period are inadequate for the proper deter- 
mination of the August 1909 to July 1914 base period price Tor milk, sparity 
prices for milk sold by producers to handlers in the Topeka Marketing Area 
have been determined, therefore, from available statistics in the Department 
of Agriculture with respect to the period 1919 to’ 1929, inclusive. The 
parity prices per pound of butterfat so determined for Class I milk are shown 
in Table 5, They indicate that the prices specified in the provosed market-— 
ing agreement for the Topeka Marketing Area are within the parity price limits 
set by the Agricultural Adjustment Act, as amended, 


As of March, 1936, the latest date for which figures are available, 
tne parity price for butterfat in Class I milk f.0.b. city as determined 
for the Topeka Marketing Area was 49.7 cents per pound. 


Table 5. 

TOPEKA, KANSAS; Index of prices paid bv farmers for commodities bought, 
index of seasonal variation, prices per pound butterfat G 
of Class I milk, and parity prices adjusted for seasonal 
variation, averave August 1919-July 1929, by years, 1930 
to 1935, and by iionths, 1936. sige 


“Index of ; Index of | Price per pound butterfat 


prices paid ; seasonal ; of Class I milk  3/ 
Year by farmers veo eb 100) 4) 
and. : Toe West North ..4 Parity ad-— 


‘ 
4 
4 
’ 
a 
‘ 
‘ 


Month ‘commodities | Central Paid by justed for 
bought Section : dealers 1/: seasonal 
io Soe ct a eons Ven ie 

 Abgust, 1919: Percent. : Percent, : Gents: Gents 
to ‘ 
pie ei asoet sy 9500. Oniy bite kuin. icing: BURCb (ames en 

1930 90.4 : +e; 58.9 
1931 77.8 : 50.4 
1932 66.7 , 43.5 
1933 2 68.0 A ae 
1934 2627 ; : 50.0 
1935 78.0 : 52.8 : 50.9 
1936 ie 

January feral 103.2 50.0 isthe 

February: Visa ; 12 #2 50,0 BOS? 

Merch 70.5 ; 100c ; 50.0 49,7 

April 99.0 

May 97.1 

June 96,0 : 

July 96.5 ; 

August : ‘ = ant 

September ! , 89.5 

October LOW. 

November : : 103.0 : 

December ‘ 1 103.6 ; : 


1/ License price quoted from 1935 on, | | 

2/ Calculated by applying the ratio between the average wholesale selling 
price of bulk milk for November 1934 to February 1936, and the weighted 
average buying price of milk used as fluid milk or cream under the 
license during the same period, to the average wholesale selling price 
in tne base period. 

3/ Class I milk means (1) ell milk sold or distributed by distributors withi 
end without the Sales Area as milk, and (2) all milk used by distribu- 
tors to produce cream for consumption as cream, 
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Part IV 


The Character of the Commerce in Milk in Topeka 
Métketing Area. 


The milk sheds of Topeka, Kansas and Kansas City, Missouri, are 
closély inter-related, as shown by Figure 2. Both draw part of their 
fluid milk supplies from the Lawrence, Kansas milk shed. There is, in 
fact, 2 rather direct relationship between the price structure of these 
markets as well as those of Kansas City, Kensas, and Leavenworth, Kansas. 
For instance, price cutting on the Topeka market would naturally cause 
some producers usually supplying this market to send their milk to Law- 
rence, Kansas. The resulting increase in supply would tend to force pri- 
ces down in Lawrence, Kensas, and cause some producers normally supplying 
this market to send their milk to the Kansas City, Missouri market. The 
resulting increase in milk supplies in the Kansas Citv market would ter. to 
force Drices downward in line with those on the Topeka market. While the 
volume of milk thet might be shifted to the Kansas Citv, Missouri market 
as 2a result of price cutting in Topeka would be small, it may be noted 
that only small changes in supply probably would be necessary to keep the 
price structure of both markets in alignment witn each otner, he close- 
ness of this relationship is clearly demonstrated bv Figures 3 and 4 s»ow- 
ing average annual prices paid by dealers for milk testing 3,5 percent 
butterfet, and received by dealers for milk sold to tne wholesale trade 
on the Kansas City, Missouri and Topeka, Kensas markets since 1920, 


During 1934 and 1935, Kansas City, Missouri obtained more than 25 per 
cent of its milk supply from Kansas as shown by table 6. 


The area from which Topeka, Kansas and Kansas City, Missouri draw 
tneir sweet cream supply over-laps to a much greater extent than that for 
fluid milk. While a large part of the cream sold in each of these markets 
is obtained from fluid milk receipts in excess of the quantity sold as wnole 
milk, some sweet cream is also obtained from farms outside the fluid milk 
shed. During the summer months cream is shipped into Topeka from Missouri 
and Nebraska for use in the manufacture of ice cream. The producing area 
supolying the Topeka market during most of the year, however, is a surolus 
cream-oroducing area. Sweet cream is, in fact, at times shipoed from To- 
peka to Lincoln, Nebraska end other cities in the United States outside of 
Kansas. ‘While the exact amount of these shipments are not available, re- 
ceipts of cream in important cities of the United States from Kansas indi- 
cates the interstate character of the market for surplus cream produced 
around Topeka, (See Table 7.) Furthermore, changes in the price of cream 
in Boston since 1928 have corresponded very closely to changes in the »rice 
of butterfat in Konsas and Missouri (See Figure 5). 


Butter manufactured in Topeka, Kansas is saipped to Kansas Citv, 
Missouri, Chicago, Illinois, New York and other out-of-state markets. Topeke 
is somevhat of a center for the manufacture of butter. Several large creame: 
ies are located in the citv. The cream from wnich this butter is made is 
bought at cream stations, a: . stores scattered throughout a territory of 
approximetely 75 to 100 miles. ‘hile the actual amount of butter shioped 
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Table 6: Monthly receipts of milk in Kansns City, Missouri 
’ from all states and from Kansas and the percentage 
of total receipts from Kansas. 
—_—_—_———— Ee sohbet AB As ela el ens RG Bee pees 
Milk Receipts : Percentage of 
| Year and Smee eee total receipts 
Month : Total From Kansas : from Kansas 
N eS et Hn agence <6 oc. ee — eS a nS = — “yo eee ene ETE EATS. 
1934 :1,000 Pounds 1,000 Pounds : Percent 
April ; 12,379 3,220 26.01 
) May 13,281 3,419 20074 
June Le, ous 3,274: : 26.07 
July bie 29575 3,235 26.14 
August agg 3,150 27.39 
September: 11,143 3,196 ‘ 28.68 
October ‘ 11,623 Syood : re teaie its 
November Pt) kak eye 3,240 28.74 
December : - 10,463 3,078 29.42 
Total : 106,593 28,963 27.17 
(9 Months) ‘ 
1935 °° 
January ~ : 10,529 SyLor : 30.08 
February 10,108 3,046 B0.1L5 
March ; 11,318 3,234 28.57 
April melee lyo 3,349 aue5), 
May He ketch eye 3,776 29.15 
eeyune™:*. 11,664 Binet : 28.52 
July 11,407 Reser 27.43 
August 11,650 3, 15¢ 27.06 
September seq alOoos 2,985 27.15 
October 10,209 23o7k 28.120 
November ; 9,652 eer 28.70 
December ae kOy E70 2,916 28.67 
Total y ee,6e5 37,702 28.38 


Compiled from reports of the Bureau of Agricultural Economics 
Ps Division of Dairy and Poultry Products. 
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Table 7. Annual receipts of cream at Chicago, New York 
and Boston from Kansas, 1929 — 1935. 


Year Chicago :! New York ! Boston | Philadelphia: Total 
: Pounds Pounds Pounds Pounds Pounds 
1929 5% ae P 19;cOG; 2 ~- «=F e6000. | “BGaRag 
1930} a PRP 46-300 1 Saieeaa) 9t Beewoee 

foc ue em eccay i mete 182,325 = : 95,172 

coe ete ee Soy ee 170/445 ©: ae : 181,698 

1933. : Otc) |S Ws Ey Rayos alrdate ~~ : 267,201 

1934: G79 e | Haan 66,000. Be : @lssag 

se ‘ anid 26,400 = 26,400 


=) 
oO 
Gl 
o1 


Compiled from reports of the Bureau of Agricultural 
Economics, Division of Dairy and Poultry Products. 
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from Topeka to out-of—state markets is not available, the interstate -charac- 

ter of this movement is indicated by the receipts of butter and cheese at 

6 principal markets in the United States, from Kansas, (See table 8). The 

movement of farm butterfat prices in the Topeka. producing area, and pri- 
ces of butter in the Kansas City and Chicago markets indicates clearly their “Ry 
close inter-relationship. (See Figure 6) | 


_ Tne preceding analysis indicates a close relationship between fluid i  -e 
milk, cream, and butter prices on the Topeka, Kansas, Kansas City, Missouri 
and other out-of-state markets, maintained by direct movements of supplies. 
The interstate character of the commerce in butter is more apparent than 
for sweet cream, and more epparent for the latter than for fluid milk. Re- 
ceipts of fluid milk at Topeka, do not as a general rule cross a state line. 
Nevertheless the level and structure of fluid milk prices on the Topeka 
market does more or less directly affect the price structure on the Kansas 
City, Missouri and other out-of-state markets. In fact, it is generally 
recognized thet prices in one of these markets cannot be maintained for any 
appreciabie length of time, out-of—line with those of the others, 


Tae structure of prices for deiry products on the Topeka market is 
also closely related to that on out-of-state markets because of the inter- 
relationship between prices of fluid milk, cream, butter and other dairy 
products, Fluid milk delivered to Topeka, but not consumed as fluid milk 
is customarily separated into cream and skin milk. Some of the cream is 
sold on the Topeka market while the rest is shipped sut to other markets 
or manufactured into butter, cheese or some other dairy product. The pri- 
ces that dealers in Topeka pay for fluid milk is determined not only by 
the retail price of fluid milk but also by the price of cream and butter. 
And the price of butter in Topeka is closely linked to the price of butter 
in outside markets. (See Figure 6), Furthermore, these prices are linked 
together because of their relation to production. When the price of fluid 
milk declines to a point where it is not sufficiently high to cover the 
additional costs of producing milk for fluid consumption, some producers 
shift from the production of milk for consumption as fluid milk to the 
production of milk for use in the manufacture of dairy products. 


Table 8: 
Butter 
Year New York Chicago 
Pounds Pounds 
1927 3,807,84% 9,989,078 
1928 4,797,45% 12,981,251 
1929 6,520,436 11,184,978 
1930 7,511,634 9,927,773 
1931 7,136,05h 15,283,149 
1932 12,065,689 20,270,603 
1933 15,582,304 25,953,696 
1934 10,394,059 20,750. 724 
1935 7,291,268 16,323,214 
Cheese om (os Sree de oo 
New York Chicago 
me © “Pounds © Pounds | 
1927, 168,428 26,306: 
1928 47, 640 35,580 : 
1929 34,442; 35,435 : 
1930 39 , 369 : 
1931 26,631 + 
1932 400: 4,152: 
1933 65 481 39,952 
1934 : 9,797 
1935 14 305 
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Receipts of butter and cheese at tne 


' Phila- 


delphia 


Pounds 


369 , 549 
BGA 352 
134,483 

"0,447 
287, 362 
729 , 392 
303,130 
411, 695 
628,980 


Pounds, 


1,095 


Pounds 


npen 


~-@ pPineipal markets from Kansas, 1927--1985. ~~ 
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' Francisco : Angeles 


ns ces oe A RS AES 


Pounds 


| 1,532,093 } 
| 1,801, 334 : 
| 1,268, 357 | 


24,120 


795,946 % 
587,120 ¢ 


518,424: 
; 801, 640 : 
' 1,829,520! 
"1,675,309 


Boston 


~ Pounds 


22,995 
24,872 
284,017 
1,897,942 


Mites 3) 


Pounds 


| 53,419 
: B49 771 
' 903,958 


‘Ros 


‘ Francisco : Angeles 


De SS 


‘Pounds 


Pounds 


50 , 950 
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Compiled from reports of the Bureau of Agricultural Economics, Market News 


service. 
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as 
Part V 
The Price Structure Provided by the 
Proposed Agreement. 


A generel discussion of the price structure for milk is set forth 
in Technicel Paper No. 1 published by the Dairy Section of the Agricultural 
Adjustment Administration. 7/ 


In this paper it is shown that the classified price plan of selling 
milk to distributors develops from the competition among distributors to 
secure an even supply of milk, or rather, a supply Of milk that is closely. 
related to such distributors! requirements for milk for their fluid milk 
trade, This paper also shows how differences in (1) costs of transporting 
a unit of milk in fluid form and the product equivalent of a unit oferiiid 
milk, end (2) varying sanitation regulations applicable to milk produced — 
for fluid use and milk produced for use in manufactured dairy products, 
affect the differential between the price of milk used for different 
purposes. 


suse Clsssificasion: 


Classification of milk according to use for the purpose of pricing 
is a well-established practice in the important fluid milk markets of the 
United States. The reasons for classifying milk according to use are set 
forth in the Technical Paper No. 1 referred to above. Under the License 


which became effective on November 10, 1934 the following three classes 


of milk were established: Class I - all milk sold or distributed by 
distributors as whole milk; Class II - all milk used by distributors to 
produce cream for sale in tho Topeka salos area; Class IIT.- all milk 
purchased, sold, used or distributed by distributors in excess of Class I 
and Class II milk. Experience in operating under this License, however, 
demonstrated that only to classes were necessary. By an emended license 


effective July 16, 1935 Classes I and II were combined, 


The use classification provided by the Proposed Market ing Aeroement 
follows: 


Glass I. All milk sold or distributed as milk, chocolate milk, 
flavored milk drinks, cream (for consumption as cream), creamed cottage 
cheese, and creamed buttermilk and all milk not specifically reported so 
as to be classificd in Class II. 


Class II. Milk specifically accounted for (a) es being sold, dis- 
tributed or disposed of in other forms than those named in Class I, and 
(b) as actual plant shrinkage within reasonable limits shall be Class II 


milk, 


ee er ye a ae ne 
7/8. W. Geumnitz ond 0. M. Reed, fhe Price Structure for Milk, Technical 
paper No. 1, Dairy Section, Agricultural Adjustment Administration, 
U. S. Dept. of Agriculture. (Appendix B). 


« Cereee 


The inclusions.of cream,..chocolate milk, flavored milk, creamed 
cottage cheese and creamed butter as Class I milk is prompted by the fact 
that such products are, properly speaking, Fluid milk products in the 
Topeka area, in that milk of the same quality as milk used for fluid milk 
consumption is necessary for their manufacture, and the milk used in their 
manufacture is transported to Topeka as fluid milk. 


During the last five months of 1935 the proportion of Class I milk 
to the total amount of milk pooled varied from a low point of 80.9 percent 
in August to a high of 98.7 percent in Movember. During the remainder 
of the vear, Class I and II milk combined represented from 60.7 percent 
to 83.4 percent of the milk receipts pooled. (See Table 9). 


2. Minimum prices to producers provided by the Proposed Marketing 
Agreement, 


Toe minimum price for Class I milk, according to the terms of the 
Proposed Marketing Agreement, is 49.25 cents per pound butterfat in such 
milk delivered to handlers! plants within the marketing area. The Class II 
prices per pound of butterfat in milk delivered to handlers! plants is 
determined, for each delivery period, by adding 5 cents to the average 
price per pound of 92 score butter at wholesale in the Chicago markct, 
as reported by the United States Department of Agriculture. 


vA. Price history of the Topeka market. 


1. Farm prices of butterfat. The average annual farm price of 
butterfat per pound in Kansas was relatively stable from 1923 to 1929 
varying from a low of 35.2 cents in 1924 to 1 high of 41.8 cents in 1929, 
Prices then declined sharply to a low of 14.6 cents per pound in 1932 - 
a drop of 65. percent. Since 1932, these prices have increased somewhat, 
but are still. materially below the 1929 levels. 


2, Milk dealers! average buying prices of milk received in 
Topeka, Kansas. 


Table 10 shows the average price per pound of butterfat paid by 
dealers for Class I, II and III entered in the pool, while operating 
under license No. 92, from November, 1934 to December, 19385, tne only 
period for which prices of each classef milk are available. 


From November 1934 to May 1935 the price of Class I milk was 
maintained at 60 cents per pound of butterfat and the price of Class II 
milk fluctuated around 50 cents per pound, In June 1935, Class II was 
combined with Class I and a minimum price of 50 cents per pound of 
butsertet ostableshed for it, which is still in effect.“ The ievel of 
Class III prices (called Class II. since June, 1935) on the other hand, 
has becn somewhat higher during the winter of 1935-36 than in the 
preceding year. These price changes have resulted’in a weighted 


ae 
Table 9. TOPEKA, KANSAS: Class I, II, III and Total Sales of Butterfat 
and Percent cach Class is of Total Sales, by 
months, November, 1934 — February, 1936. 
. Class ae = ped ose oe *Clags! It ee Potala 
Month Seleadn % of Salge 6.00 ( *eptene™, Cuoty ree 2 
eee : Totede eee ee Beene tells 
Pounds ‘Porcent : Pounés | Percent} Pounds : Percent Pounds 
1934 fee ees is. nn ES oe a Gare eae otc: Hh. Rey 
November: ,', 18,674. :. 55.3.4. ENG Li Matin KOs, 8,354. 24.8 ' 33,744 
December +-:! :24;997.,.1 57.4 4....9,804 : 22.5 Be feoe Oak 43, 553 
1985 gRROR Se ali ie dine aca DS sai | 
January se5 650) s By , oO ,ol0) 1 tales Glee Ble  MAbege es 
Fobruary 2A ;674.)-°60.5 4 .,9, 66th e peed 6 WAG. 4. 6.61 (40 on, 
March eed Oba, GOe4n | OMe. yale oe 8,079 * 18.0: 44,7790 
April : 25,170. $ ~ 53.4.1... 8,832 !- 18.8. %,,13,102 | 27.8 ; 47,104 
May CONOR, AS Br, nee OI noch ese tyebs dee. Oa6O. Dugiiee 
June 11°33, 576 64 ocr so cl RAE et S50) eee 
July ESL =OG) iT 76 pAee: ee oo. 3} 10,404) |e. 0) Aenea 
August 1 635, Avene B0.9+ v6. ae eo iy to Ou CLO eee 43,784 °° 
September ++ 355782 6 288.) 54 at a aie wo. 4,810, 1 lle On eee 
October = «; 37,208. 5) PB a9n 4! Mle pre ac COT ae ae ae 
November . !.. 35,997 -3..98.7.. a a5. a ATO | leon) Oo mane am 
December ‘ 37,142 : 88.4 — | Sig bineen eg BO a, Cl Ue Outre 
1936 FATE ae 
January SUB? e4BI ii; 844-04 ~ wih dies OBO auc lephO bas Peg ee 
February 34,889 81 2 a Or Ree oe “19,0 1 43,082 


Compiled from: somicmonthly, reports of the Market Administrator. | 


Li eae eles Aut cream “for fluid consumption ‘included in ‘Class ji Milk, 
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2/ July 16. ay A milk mse des to eee Pieeoren mille, creamed cottage cheese 
and creamed buttermilk included in Class. it Milk. r 


By tp Anues 


average price for all milk pooled about 10 percent lower during January 
and February 1936 than inthe same months of 1935. 


Be Demand conditions in Topeka, Kansas. 
a Business conditions ~ purchasing power of consumers. 


There was an imprivement in business conditions in Topeka in 
1935 over 1934. Total check payments in 1935 amounted to $179 ,299 ,000 
compared with only $168,449,000 in the preceding year’~ an increase of 
6.4 percent. Building permits issued in Topeka also increased from 
435 to 642. The estimated cost of these buildings was $971,696 in 1934 
and $1,572,230 in 1935, an increase of over 60 percent. Retail trade at 
department stores in Kansas City, the nearest city for which such data 
are reported by the Federal Reserve Bank of Kansas City, was 9.4 percent 
higher in December 1935 and 10.7 percent higher for the year 1935 than 
in 1934. 8/ This improvement has continued thus far in 1936. 


(2) The trend of milk consumption in the Topeka Sales Aren. 


The consumption of Class I milk, reported to the Market 
Administrator, averaged about 15 percent larger during November and 
December 1935 and January 1936 than the consumption of Class I and 
Class II milk during the preceding year. (See Table 10) The period for 
which data are available, however, is too short to determine any trend 
in comsumption. Besides, not all of the milk consumed in this area as 
fluid: milk and cream is reported to the Market Administrator. Reliable 
data on the total consumption of milk in this market each month since 
November 1934 are not available. 


(3) Seasonal variations in Sales of fluid milk in Topeka, 
Kansase 


Sales of milk as fluid milk and cream in the Topeka market 
from the milk pooled during 1935, the only year for which data are 
available, ranged from 93.8 percent of the nverage monthly sales in 
May to 104.3 percent in February. In general, sales of fluid milk and 
cream are fairly constant throughout the year. (See Table 11) There is 
usually, however, a decrease in sales during the summer, caused by 
departure of people on vacations, and some increase when the legislature 
is in session. 


As will be showm later, the seasonal variations in milk 
production in the area supplying milk to the Topeka market is much more 
marked than the seasonal variation in sales of fluid milk and cream. 
Furthermore the peak praduction tends to occur when the consumption of 
fluid milk and cream is lowest. This being the case, the analysis set 


8/ Sources: Monthly Review, Federal Reserve Bank of Kansas Oity. 


February 1, 1936. 


Table 10, TOPEKA, KANSAS:. Price per pound butterfat of Class I, 
II and ITI milk and weighted average 
price, by months, November, 1934 to 
Feoruary, 1936. 


i a a nn a 


Year é : Weighted 
and Classil. a Class.17° pov Class 117 aft 4 average 
Month. Jo eA ee eee eee 
. ents, jp (e enbe ye Gents ‘ _ Cents 
1934 (Ea eae | _ 
November 60. Gx = ABO 34,1 50.4 
December 6070.0 ay Momisy edly 34.5 ON yee 
1935" tee 
Jenuary 60.0 DOr Te Mee ts 52,8 
February 60.0 aye 40.0 54.9 
March 60.0 46.6 | 35.6 52.7 
April 60.0 . ica ee ae 37,8 51.8 
May 60.0 Baie te ts 30.7 45.3 
June 50.0 S862 28.5 42.4 
July 50.0 OBs0 2/e 28.5 45.0 
August 50.0 = 29.5 46.1 
September BOGO ak ~ 30.5 48,1 
October BOLO), 5: - ‘ 32.0 49.2 
- November 50.0 - 45.0 49.9 
December 50.0 ~ 38.0 48.6 
1936 ime are ae tie Be 
January 50.0 athe Rane pk ve, OO OMNES of 48,3. 
February 5010. 3 = te pean, i) ae Ase 48.2 


Compiled from semi-monthly reports of the Market Administrator. 


1/ Called Class II after June 1935. 
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forth in Technical Paper No. l.referred to above (see page 57) is of 
special significance in explaining the price structure for milk in a 
market sucn as Topeka and pointing out the economic basis for the 
price structure that is set forth in the Proposed Marketing Agreement, 


C. Supply conditions, 
(1) Location and boundaries, of the Topeka Milk Supply Area. 


Figure 2 shows the area within which most of the vroducers 
who send treir milk to the Topeka market area are located. Nearly all 
of the fluid milk sold in this market is produced within 20 miles of the 
city and most of it within 15 miles. This milk shed overlaps that of 
Lawrence, Kansas and to some extent Kansas City, Kansas on the east. 
Fluid milk is produced for sale throughout most of the farming areas 
between Topeka and Kansas City. This milk flows to the different 
markets in the area — Kansas City, Kansas, Kansas City, Mo., Lawrence, 
Topeka, Leavenworth and others in.response to price relationships 
between tne different markets, 


About 90 percent of Topeka!'ls fluid milk receipts by distri- 
butors are brought in cach day by trucks that are:privately owned and 
operated, according to estimates of the Market Administrator. Milk is 
heuled to the distributor plants in Topeka from an average distance of 
about 9 miles by these trucks. The extremities of the average route 
is 15 miles. The universal hauling charge: is 20°’ cents per tundredweight. 
regardless of distance from Topeka. Producer-distributors, of course, 
haul their own milk, They are located close to the market. 


The area from which Topeka dravs cream for the making of 
butter end other manufactured dairy products extends far beyond the 
bounderies of the fluid milk shed. Such cream is shipped to Topeka 
from cream stations, etc. scattered throughout a territory of approxi- 
mately 75 to 100 mile radius. Topeka is, in fact, a center for the 
manufacture of sour cream, from this area, into butter, There are 
several large creameries in the citv. 


(2) Type of Farming, 


In general, Topeka, obtains its fluid milk supply from three 
counties —~ Shawnee, the county in which Topeka is located, and two 
counties, Douglas and Jefferson bordering Shawnee on the east. In these 
counties farming as a whole is of the general type. Corn is the © 
predominant grain crop and alfalfa is the chief hay crop. In 1934, a 
little more than half of the farm land was in crops, nearly 20 percent 
was in corn and about le percent was in hay crops. (See Table 12) Wheat 
and potatoes are supplementary crops, lost of the farmers*feed their 
corn and alfalfa to livestock on the farm. , . 
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mi In lozs , 2.7 percent of the farms in Shaymmee county received 
40 percent or more of their farm income from the sale of dairy products 
(hereafter called dairy type farms), according to the 1930 United States 
Census. In Douglas and Jefferson county the percentage of dairy type 
farms was 10.9 and 6.9 respectively. (See Table 13) The average num 
ber of milk cows in the dairy type farms in each of these three counties 
ranged from 9.7 to 13,5 per farm. Most of these cows were of dairy breeds. 
On other farms in each of these counties the average number of milk cows 
per farm ranged from 5.0 to 6:2 and about a fourth of them were of dual 
purpose and beef breeding. In all three counties, milk cows constituted 
about 30 percent of the total number of all cattle. 


_ Jn the remaining counties between Topeka, Kansas and Kansas City, 
dairying is somewhat more important than in the three counties mentioned 
above. In other nearby counties, however, dairying is considerably less 
important. \ 


Milk production on many of the farms in all of these counties can 
probably be increased or decreased 10 percent or more with little diffi- 
culty. When milk prices become high in relation to feed prices or the 
prices of other livestock products farmers tend to increase their pro- 
duction of milk by heavier: feeding; increasing the number of cows milked, 
and reducing other farm enterprises. The routes of trucks hauling milk 
to Topeka can also be extended so as to bring in milk from farms, former- 
ly selling it in the forn of cream for the manufacture of butter and 
other manufactured products. When milk prices decline this process can 
be reversed. Other farm enterprises compete with dairying on most of the 
farms producing fluid milk for the Topeka market. The production of hogs, 
beef cattle, and poultry are important alternative markets for the large 
quantities of feed grown in this areas Consequently, a decline in the 
price of milk and cream can be expected to cause farmers in this area to 
decrease their production of milk rather quickly and increase that of 
other products. Nevertheless, there are certain limitations to such ex~ 
pansion or contraction. Changes in farm organizations usually take place 
gradually. Farms producing whole milk for the Topeka market must meet 
certain health requirements, which involve considerable cash expense. Be-~ 
sides most of the farms are equipped for the existing type of farming and 
changes usually involve other extra cash expenses. 


(3) Disposition of Milk Produced. 


According to the United States Census, the disposition in 1929 of 
milk produced on dairy type farms and other farms in the three counties 
from which Topeka draws its milk supply as reported by the United States 
Bureau of the Census, is shomm in Table 14. 


The total amount of whole milk sold from all farms and from dairy 
type farms in these counties in 1929 was greatly in excess of the amount 
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Table 14, Disposition of milk teste on farms in the Toveka 
Supply Area, 1929, 
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. Dairy ‘ Other, | 
Classification ' type : farms : Total 
: farms 2/': Tete fk peels 
Sa jae HEI Eick, Nong ay GRReGnae 
‘Pounds : Pounds : Pounds 
Total production oR 128.0 
Whole milk sold Old ee 2 Ome sales 
Farm butter sold (milk 
equivalent) Sant ae ie) 
Cream sold (milk equivalent) iy aa ores 2.2 
Cream sold as butterfat, : 
(milk equivalent) | A oat SS. Ole 42,9 
Milk used on farms GUA EBM 29.9 
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1/ Data are for Shawnee, Douglas, and Si Stale rar Counties of Kansas, 
as reported in the Fifteenth Census of United States, United Sta ates | 
Department of Commerce, Bureau of Census, Volumes II and IIT. 


2/ Farms obtaining 40 percent or more of their income from the sale of 
dai ye products. 


3/ Not pane, 
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of whole milk received in Topeka during 1935. The market administra» 
tor reported that whole milk containing 533,440 pounds of butterfat was 
received by handlers in Topeka from producers during 1935. During the 
last seven months of 1935 the Administrator estimated that these receipts 
constituted 65 percent of the total receipts in this market, Assuming 
that handlers reporting their purchases from producers received 65 per-— 
cent of the total receipts during the entire year, it is estimated that 
about 816,000 pounds of butterfat were received on this market during 
1935..This amount of butterfat is equivalent to 22.1 million pounds of 
milk testing 3.7 percent butterfat (the usual test of milk produced in 
this area), or about 40 percent of the whole milk sold from all farms 
in these three counties in 1929 and about 60 percent of that sold from 
dairy type farms. 


In Shawnee county alone 25.3 million pounds of whole milk was 
sold from all farms and 18.4 million pounds from dairy type farms in 
1929. In addition, 14.6 million pounds of milk was disposed of as cream 
sold on a butterfat basis. 


With the exception of the three counties close to Kansas City, 
most of the farmers in other counties near to Topeka, dispose of only a 
small proportion of their milk as whole milk. Most of it is separated 
and the cream sold on a butterfat basis for making butter and other manu- 
factured products. 


(4) Sanitation requirements. 


Milk sold in the Topeka market for consumption as fluid milk or 
as cream is subject to certain health regulations conforming closely to 
the recommendations of the United States Public Health Service. The prem— 
ises of all producers sending whole milk to Topeka are inspected at least 
once a month. - The physical conditions that must be met are: tuberculin 
tested cows, sanitary toilets, safe water supply, correct amount of light- 
ing, air space, and ventilation, small top milk pails, proper disinfection, 
proper storage of utensils, a dairy barn with cement floor, and a separate 
milk house-with cement floor. The dairy barn must be cleaned once a sas 
and the manure piles must be at least 50 feet away. 


Four grades of milk, A, B. C and D, have been estéablished by the 
Topeka Health regulation. The first three grades require compliance 
with the same physical conditions on the farm. Practically the only diff-— 
erence between them is in bacteria count. Raw milk of Grade A must not 
have more than 50,000 bacteria per cubic centimeter, Grade B must have less 
than 200,000 and Grade C less than 1,000,000 bacteria per cubic centimeter. 
All of this milk can be increased to Grade A by pasteurization, if the 
bacteria count is reduced to less than 25,000. Grade D is milk that does 
not meet any of the above health requirements of the city. It must be 
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labled as "Grade D Raw Milk for Cookifig only." ‘here were only 13 dairiés 
producing Grade D milk for sale in Topeka in June; 1934, - 


These requirements increase, to a considerable extent, the amount of 
labor required to operate a dairy farm Producers testifying at the hear- 
ing in Topeka, on June 20, 1934 claimed that the production of Grade A 
required about 50 percent more labor than the production of Grade D 
milk for which there are no sanitation requirements. They also claimed 
that the capital investment necessary to equip a farm for producing Grade A 
milk is $100 to $400 greater than for the production of Grade D milk, and 
that extra cash expenses, for inspection and additional material, ranges 
from $3.00 to$5.00 per month for a 12 cow dairy. 


These health regulations increase the cost of producing Grade A,B, 
and C. milk over that of producing Grade D milk, or of milk from which cream 
is separated and sold for manufacturing purposes. 


(5) Seasonal Surplus - Relation to Problem. 


Seasonal fluctuations in the production of milk in the Topeka supply 
area are considerably greater than the fluctuations in consumption of milk 
in Class I as show by Tablésll, Fisure 7. During the summer months the 
supply of milk on the Topeka market greatly exceeds the demand of consumers 
for milk and cream. The surplus is used in the manufacture of various 
products, such as butter, ice cream, etc. During the winter months of 1935 
the supply of milk delivered by producers to handlers, as reported to the 
market administrator, was only a little more than the amount sold as are bls 
milk and cream by these handlers. Under such conditions the price of milk 
might fluctuate widely throughout the year if no attempt were made to con— 
trol the market, During the winter months milk prices would tend to be 
based upon the demand for milk for consumption as fluid milk or cream, while 
during the summer months they would tend to be based on the demand for milk 
in manufacturing butter and ice cream. 


The Proposed Marketing Agreement, however, provides that producers 
be paid for milk according to the use made of it. That sold as fluid milk 
and cream is to be paid for at one price and that disposed of as butter and 
ice cream at another price. Furthermore, a minimum price is established for 
all milk sold as fluid milk or cream (Class I). By this arrangement it is 
expected that some of the decline in prices resulting from a supply of milk 
in excess of Class I demand can be prevented. 


(6) The Organization of the Milk Supply for the Topeka Market. 


Approximately two-thirds of the producers shipping milk to the Topeka 
market are members of the Shawnee County Milk Producers! Association. This 
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association was organized on May ay 1934, and is the only cooperative 
association of milk producers in the market. During the period November 

1954 to December, 1935 inclusive, the average number of members of this 
association shipping milk to Topeka was 130, and the average number of 
non-members was 53, .-Of the total: amount of milk purchased by handlers report— 
ing to the Topeka Milk Market Adiinistrator during this period, 74 percent 
was from members of the producers! association. = 


(7%) Relation of supply to the margin between Butterfat prices of 
Class I, Class II, and sour cream. ; 


There is nothing in the proposed marketing agreement to prevent pro- 
ducers from increasing their production of milk and selling it on the Topeka 
market. Nor is any attempt made in the proposed marketing agreement to keep 
new producers out of this market. Consequently, if the price of whole milk 
is established at too high a level the volume of milk coming into this mar- 
ket can be expected to increase, due to increased production and to.a shift 
in the disposition of milk on farms from the sale of cream for the manu- 
facture of butter and other products, to the sale of whole milk on the 
Topeka market. Furthermore, a considerable number of dairy farmers deliver 
their own milk to consumers in Topeka, and the number would tend to increase 
if the prices established are too low in relation to retail prices. Com- 
petitive forces in this market can therefore be expected to keep prices 
Closely in line with demand and supply conditions. The proposed marketing 
agreement is expected to facilitate the working of these competitive forces. 


(8) Current production conditions of importance in relation to 
the proposed schedule of Minimum Prices to Producers. 


Milk production as indicated by total sales of all milk reported to 
the market administrator by handlers purchasing from farmers during November 
and December, 1935 and January, 1936 amounted to 122,890 pounds of butterfat 
compared with 122,684 pounds in the same months of the preceding year. 


Feed prices during the winter of 1935-36 have been considerably lower 
than in the preceding year, as shom by table 15. Average prices received 
by farmers in Kansas for alfalfa hay declined from $19.70 per ton in January, 
1935 to $8.60 in January, 1936. Prices of corn declined from $1.02 to 
$.65 per bushel during the same‘period. Cottonseed meal and bran have also 
been lower. Wages of farm labor, however, have been higher, 


(9) Alternative Markets and Prices paid therein in Relation to 
Prices provided by the proposed agreement. 


The principal market for milk in excess of the fluid milk and cream 
demand, is in the manufacture of butter and ice cream. The price of Class II 
milk established by the proposed agreement, as explained on page 37 corres- 
ponds closely to the value of the skim milk and the value of the butterfat 
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) Compiled from reports of the Bureau of Agricultural Economics, , 
is | Division of Crop and Livestock Estimates. — 


1/ Prices at Kansas City. 
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*or the manufacturing of butteri 


During the latter half of 1935 the price of Class I milk wns main-— 
tained at from 5 to 21 cents per pound butterfat above the price of Class. 
II milk, as shom by Table 10 on page 25 of this brief. 


(10) Conclusions relative to minimum prices to producers. 
ae The Class I price. 


The Class I price provided by the proposed agreement is approximately 
the same as that in effect under License No. 92 since June, 1935. Consumer 
purchasing power appears to be on an upward trend. There was also some in- 
Crease in sales of fluid milk and cream from November, 1935 to January, 1936 
inclusive, as compared with the same months a year ago, as reported by the 
market administrator. Some of this increase, however, may have been due to 
an increase in the proportion of the total amount of milk coming to this 
market that is reported by the market administrator. 


Feed prices in Kansas are mich more favorable to the production of 
milk now than they were a year agoe But the prices of other livestock pro- 
ducts are also more favorable. On December 15, 1935, the average farm price 
of hogs in Kansas was $8.70 per hundredweight compared with only $5.16 on 
December 15, 1934, 9/ Beef cattle prices during the same period increased 
from $4.30 to $6.80 per hundredweight. The alternative market for feed pro- 
duced in the Topeka milk supply area is consequently better now than a year 
ago. The total amount of milk received, as reported to the Market Adminis- 
trator, was practically the same from November, 1935 to January, 1936, in- 
clusive, as a year earlier. 


be The Class II price. 


The principal use of surplus milk not sold as Class I is in the manu- 
facture of butter, ice Cream, and other products. The price paid for Class II 
milk must, therefore, conform closely to the value of it for such uses. The 
proposed agreement states that each handler Signing it shall pay producers in 
the manner set forth in article VIII for each pound of butterfat contained 
in Class II milk, not less than the average price per pound of 92 score butter 
at wholesale in the Chicago market, as reported by the United States Depart-— 
ment of Agriculture for the delivery period during which such milk is deliver. 
ed, plus, 5 cents per pound. This price is based upon the expected value of 
the butterfat from Class II milk for the manufacture of butter plus the value 
of the skim milk for sale as skim milk or for manufacturing purposese The 
"over run" in the manufacture of butter from cream, per pound of butterfat, 
is expected to pay the cost of manufacturing butter, plus the cost of shipp~ 
ing butter to the Chicago market. Topeka is a surplus butter producing area 
The carlot rate on buttershipped to Chicago is 0.5 cents per pound. Milk 
handlers may also be unable to make all 92 score butter from butterfat in 
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Class II milk. 


. On the basis of the foregoing facts and considerations, it appears 
that the schedule of .prices specified in the proposed marketing agreement 
are proper and justifiable. 


pat (2 ow 
PART VI 
Other a nee the Proposed Marketing Agreement, 


The remaining provisions of the Proposed Ma keting Agreement are 
necessary for the purpose of making effective the classification and orice 
provisions previously | Se 


“A: The Toveka arkopeae Area, The marketing aréa, as defined in 
the agreement, includes the territory within the coroorate limits of the 
city of Topeka, and certain outlying territory within which milk is regular- 
ly distributed by handlers located within the corvorate limits. A momber | 
of stands are‘also located in this outlying territory.at which milk pur- 
chased from producers is sold at retail. This outlying territory forms 
a contiguous ‘and natural: part: of the , lopeka, marketing area and any attempt 
to regulate the marketing of milk:in Topeka that did not include it would 
Hs to Fe aes under a serious eee oF 


. B. Other sees eae. lpereont means any individual partnersaip, 
corporation, association, or any other business unit. In the milk industry, 
practically all types of business organization are to bé found. Hence, in’ 
order that all handlers subject: to regulation in a milk market ‘be regula 
ted, it is necessary. that ‘all. possible ; ‘types. of business organization be 
specifica and the Proposed Marketing.dgreement be made applicable thereto, 
If this were not done, some-persons would be exempt from the provisions of- 
the Proposed Marké bing: Agreement, even though, the character of ‘their busi-. 
ness weré such that they were.subject to regulation. This wovld operate‘ ~ 
to cause the regulatory aspects of the Proposed. Marketing Agreement to be 
very discriminatory between different firms, and it is to obviate this 
inequitable result that "person" is so defined As to cover all ‘types of 
business organization. r 


"Producer" means any person, . irrespective. of whether any such ver- 
son is also a handler, who produces milk . in conformity with or subject to, 
the nealth requirements applicable for milk to be sold for consumption as 
milk in the ‘Topeka Marketing Area. “Milk which does not meet these require- 
ments cannot legally be /sold.-for consumption as fluid milk ‘in the Topeka 
Marketing Area, hence the handlers of such milk should not be subject to. 
any Proposed Marketing Agreement. relating to such milk, But all milk ~nhich 
meets the health requiréments-is in actual or potential competition with all 
other such milk,”and handlers of such milk mst be subject to any Proposed 
Marke ting Aeréement fOr: such to -bhe SET Re in regulating the handling of 
such ilk, : 


"Handler" means. any person, irrespective of whether such.person 
is a producer or an association of producers, wherever located or. overat- 
ing, who (a) engages in such handling of milk, which is sold as milk or 
cream in the Marketing Area, as is in the current of interstate or foreign 
commerce, or which directly burdens, obstructs, or affects interstate or 
foreign commerce in milk and its products. 
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ce of the major objectives of this Proposed Marketing Agreement 
is to place all handlers on a compa arable: besis with respect to the pur- 
chase Ace they are required to pay for milk sold in the several use 
classes. In order that this major purpose. of: ‘the Proposed Marketing Agrec- 
ment be accomplishea, ail perscus involved in the handling of milk and its 
products in interstate commerce, or so as to burder, obstruct, or effect 
interstate commeree, must ‘be subject to the Proposed Marketing Agreement. 
AI1 types of business setups ond organizations are found. Hence, the 
definition of a handler must be broad enough to include all those persons 
who are in competition with cach’ other so: that no provision of the Pro- 
posed Morket ing Agreement be discriminating in effect with respect to 
diffcrent ens or persons. | 


C. Market UES ENN athe provisions relating thereto. 


Selection, Removal anal Bond. In order that the Secretary can 
be assured that the administration of the Proposed Marketing Agreement is 
being carried out without any bias in favor of or against any group in the 
Topeka Marketing Area, it is necessary tnat he appoint the Market Administra- 
tor. ‘This procedure has been followed in all Federal milk licenses, due to 
the fact that it has ‘proven more feasible than other types of administrative 
organization. The person selected needs to be one of wide experience and 
one with complete understanding of the Proposed Marketing Agreement, In 
order further to insure unbiased administration of the Proposed Marketing 
‘Agreement, it is necessary that the Market Administrator, selected by the 
Secretary, be subject to removal by the Secretary and only the Secretary. 
For further assurance to all concérned of the faithful and honest perform- 
ance by the Market Administrator of his duties, the Market Administrator is 
required to execute and deliver to the Secretary a bond in such amount as 
the Secretary may determine, with surety thereon satisfactory to the Secre- 
tary. 


Compensation. The Secretary determines the salary of the Mar- 
ket Administrator he selects, This salary is considered an expense of ad- 
ministering the Proposed Marketing Agreement, 


Duties. In order that there shall be proper administration of 
the Proposed Marketing Agreement, the Market Administrator must: 


1. Keep such books and records as will See, reflects the 
financial transactions provided for ig the Proposed Marketing Agreement. 
In order for the Secretary to bo assured, and to assure producers and 
handlers of proper administration of the Proposed Marketing Agreemont, the 
books and records of the Market Administrator must be subject to his ex- 
amination at any and all times, Only by being so assured can the Secretary 
know definitely that the Proposed Marketing Agreement is effectuating the 
policy of Congress as stated in the Agricultural Adjustment Act. 
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eatin order for. the’ Secretary. to be. DAcenared ” furnish such | 2c 
formation and verified reports as the Seeretary may request. 


.3, In order to assure that his duties, for which the Secretary 
ss responsible, are being properly carried out by nis employees, obtain a 
bond for eacn employee who handles funds entrusted to the Market Administrea- 
tor under the provisions of the Proposed Marketing Agreoment. Most ot tne 7 
money nandled in the Administra ator's office belongs to handlers or producers, 
and the bond would cover possible losses to them, This. insurance being ne--. 
cessary to the proper administration of the ‘Proposed M Ma arket ing Aercement,. oe 
the oxpense of such bond should be a “part: of the expense of administration. 


“4.°' Publicly disclose, except as otherwise. ‘directed by the Socre- 
tary, the name of any person who has not: 


| | (1) Made re pursuant to article V of the Proposed 
Marketing Agreement. These reports . are. the only way in which the Administra— 
tor can determine in a reasonable length of time sales made by each handler . 
in each class, ctc. These reports ave necessary in order that prices to — 
producers be somputed by the Market’ Administrator and, the purpose of the 
Proposed Marketing Agreement be effectuated, If the handler pays. His Drom 
ducers without filing these reports, other handlers and also the ‘producers 
should be informed that that handler had not filed reports and that the 
Administrator could not determine if the handler had paid the correct prices 
for nis milk. If the producers are not so. informed, they, might assume that. 
they had been paid the correct price., The Administrator must make it known 
that he had not verified the prices, paid and, therefore, was not responsible 
for its correctness. Le 


(2) Made payments pursuant to article VLIL,,of ie Proposed 

Marketing Agreement. The Market Administrator obtains information to com-.. 
pute the price that shall be paid by each handler and also obtains informa- 
tion as to what price was paid. With no notice to the contrary, a producer 
might assume that’ the price he received was the one to which he was. entitled, 
when in fact, it might be different from what the Market Administrator had | 
computed as beins correct. Because the producer might make such an incorrect 
assumption, the Market Administrator must notify such producers that the ae 
prices paid by the handler were not those computed by the. Market. Administra- . 
tor. All handlers wiil be in the seme competitive position only if they 
pay the price as computed by the Administrator. The other handlers in the | 

market in order to be on cqual competitive terms must know the names of 
ee competitors who have not paid the same price for their. milk (subject | 
only to deviation edjustments) as they have, 


D. Inter-nandler sales. peck ae 2 of article III of the Proposed 
Marketing Agreement.) Milk sold by a handler to another handler shall be 
presumed to be Class I milk; provided, “thet if such selling hendler, on or 
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before the date fixed for filing repos pursuant to article V, shall fur- 
nish proof satisfactory to the market administrator .that such milk has been 
sold or used by the purchasing handler other than as Class I milk, then, 
and in that event, such milk shall be classified as Class II milk. 


The Proposed Marketing Agreement is ie tieneer to place all handlers on 
a comoarable basis with respect to the purchese price they are required to 
pay for milk sold in the several use classes. ‘This objective can be accom- 
plished only by @ close check on the ultimate use of the milk, The marketing — 
of milk is very complicated and milk often passes through several handlers 
before it reaches the ultimate user. The handlers who purchase milk and 
cream are so immerous, of such varied character, and often so sporadic in 
their ourchases that the market administrator would nave, practically, an 
impossible task to perform to check eacn sale of milk and cream to other nan- 
dlers to be sure he knew the ultimate use of that milk and cream. 


Hence, tne efficient snd economic procedure is to charge this milk 
and ereém sold to another handler at the Class I price at some point before 
it starts its devious routes to the ultimate consumer. But, at the same 
time, allowance is made so that the selling handler, if he does sell ithe 
milk and cream for other uses than Class I, is charged the prices applicable 
to sucn- uses. In this way only can the administrator be sure that the milk 
and cream.sold by all handlers cost cach handler the same. 


. °E. Equalization of prices paid all producers for milk of the same 

rade and cee sold in Topeka, There is provided in the proposed mar- 
keting agreement a plan whereby the total procecds from the sale of milk 
by producers to: Hendiers in the Topeka marketing area are pooled, and apoor- 
tioned to producers on a uniform basis. Each producer delivering milk to 
handlers signing the agreement is to receive the same minimum price for milk 
of equel grade and quality after making allowance for base and surplus pro- 
duction as described on page 48. 


In establishing such. uniform prices on the Topeka market it is ex- 
pected that the prices received by producers will not only be stabilized 
to some extent but will also more accurately reflect the supply of and de- 
mend for milk in the entire market, that it would if the pooling plan were 
not adopted. The pool plen makes the prices received by each producer in- 
dependent of the business success of individual handlers. . If milk is ‘sold 
to dealers on a class basis without a pooling arrangement, the price re- 
ceived by producers shipping to a particular handler may decline because of 
& loss of Class I business, and not because of any change in the demand and 
supply situation in the entire market. A handler cannot, of course, contin- 
ue to vay less than the market price and stay in business. Producers 
shipping to such a handler will in time decide to ship their milk to some 
other nandler, But there is a certain amount of inertia to the making of 
such a change. Arrangements eer have to be:made for the sale of thoir 
milk to other handlers,’ For a time, a handler might be able to pav les¢ 
than that paid by other ha ndlors, even though a minimum price is established 
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for each class of hilk, because of losing » certain amount of: Class I 
trade. The pool plan is' designed to: eliminate such price inequalities. 


The pool plan is also expected to ‘stabilize the prices received 

by individuel producers. ‘It is genernlly recognized wherever: milk is sold. - 
on a class basis according to use without a pool plan. that the average 
price paid for all'milk delivered’ to'a market is more istable. than the 
price paid by individual ‘handlers. The proportion of milk sold as Olass © 

I varies between handlers from month to month. For instance, some handler 

may have a trade’ which' is little affected by persons leaving on vacation 
while the ‘trade’ of another haridler may be greatly affected. Some handler 

may also sell a larger proportion of his milk as Class I throughout the ._. 
entire year than others. Gonseuentiy if milk is purchased from producers : 
on a classified use basis, even “ith a specified minimum price for each 
class, the avernge pricé paid producdrs.bye.ch handler would ‘probably be 
different, and the difference wold vary from month to month for the same .- 
grade of milk. One handler may ‘pay: 4 higher price one month. than ‘another 
handler and a lower price the following month. The average ‘or blended 
price received for nilk by each ptodv.cer would fluctuate. more than the av- 
erage price of all milk in the market. The pooling arrangement.. specified 

in the proposed marketing agreement would eliminate such fluctuations. 
Handlers, however, ‘vould not -be Petes ero DEY SEs a Ld il for milk 
of special SO or daa y = 1 ig ven Bo 


No attempt is: nadé in. thig: proposed pe cBantee by: Beet ine up’ a pool |: 
plan, to prevent an ‘inerease in the ‘production:ofimilk for sale on this 
market. If the minimum pricé is. established at. too high a:level, produc— 
tion can therefore, be pexpec aa oO thereasee ent ue Oe a reduction ing 
price. i 


F. Computation, accounts and payments... Article’ V of the Provo 
Marketing Agreement sets forth three types.of reports. which handlers are 
required to submit and provides for. the: verification of these reports. 

The necessity for all these reports and for their verification becomes 
apparent with the renlization of the Aature of: a milk market and practical 
operating problens which arise in making effective the. class prices in the, 
payments to all producers’ of uniform oe paves eee ey the ee tho! is 
of ma Ue by oe Sa eae 


NGectiidn a fequived Wend ots to: ea reports: on-or eterna the. fifth | 
day after the end of each. delivery period, showing, in such detail and. form. 
as the Market Administrator discovers to. best fit the particular conditions, » 
the information as to all milk. or cream received ‘by handlers and the utili-. 

gation of such milk. With this information before him, the Market Administra- 
tor is able to determine for each handler the classification of the milk, 
the total payments to be made to producers therefore, and, after combining, 
the total payments of all handlers, the uniform price which will distribute 
such total amount of money to all producers who delivered the milk to all 
handlers. 
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Section 2 provides for other reports with respect to producers 
delivering milk to a.handler.. These reports enable the Market Adminis- 
trator to: secure needed i information with respect | to producers after a 
handler has newly become a party to the agreement or to request infor- - 
mation not already in his hanas, which is needed for full knowledge in 
order to effectuate and to determine the effects oF the order in relation 
to the policy of the Act. The second report provided for under section 2 
requires that cach handler report to the Market Administrator upon first 
receiving milk from any producer who has not previously shipped milk to 
that handler, in order that the Market Administrator m may keep his records 
up to date with respect to the producers delivering to each handler and 
to the coming into the market of producers who did not market milk regu- 
larly, for thirty days prior to the effective date of the Marketing 
Agreement. 


Section 3 provides for the regular reporting by handlers of their 
payments to producers for each delivery period in the form of a copy one 
the. handler's producer payroll. Such a report expedites the routine 
checking of compliance with the Marketing Agreement and provides in an 
economical way the information necessary for the Market Administrator to 
maintain. adequate producer records. 


“Section 4 provides that each handler shall permit the Market Admin~ — 
istrator to verify the information contained in all reports. The impor- 
tance of routine verification of nll reports is readily understandable 
in view.of the intricate and detailed transactions which are inherent in 
the milk business.. Where errors both willful and accidental may so readily 
creep in and affect the returns to producers, successful operation of a 
marketing. agreement will depend to a large extent upon the extent to which 
the Market Administrator assures himself of the correctness of the figures — 
supplied him in the reports and of the correctness of the sampling, weigh-— 
ing and testing of butterfat of the milk which is delivered by producers. 
Such routine verification is thus extremely necessary for the effectuation 
of the provisions of the Marketing Agreement. . 


The provisions of article VI of the Proposed Marketing Agreement 
relate to those handlers who are also producers. Section 1 relieves such 
handler from the application of provisions of the Proposed Marketing Agree- 
ment if he purchases no milk from producers, but requires that he make 
reports when requested by the Market Administrator. ‘ Section 2 prescribes 
how - handler who is a producer and buys milk from other producers shall 
make payments for the milk purchased. Since all other handlers purchase 
milk in a specified way from producers and since the milk produced by a 
handler is necessarily intermingled with what he may buy, it is necessary” 
to specify the relation between milk produced and milk purchased. 


Article VII of the Proposed Marketing Agreement is purely adminis- 
trative in nature but necessary in order to definitely set forth the pro- 
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cedure by’ which the Market canineeeReentie is. Res raneratel the class prices 
into uniform prices to all producers; with the adjustment to equitably 
apportion among producers the total value of milk for’ each delivery period 
according to eet pee a ale aah obtandla period of time. 


‘Section 1 of this sedate provides ‘for the ee a of the total 
value by classes of all the milk purchased .by any handler to determine his 
total obligation to abba for milk ce 


Section a provides. fox the. cSiauerne OLaties seeront ae per hundred- 
weight, uniform, with stated adjustments; to all producers delivering to -: 
handlers, which will ae the ‘total ivalue: of :milk-received from -«. 
producers by. aii handlers. Tht javkcotisAdmini strator.is' required to natity, 
all handlers and publish the?uniform gg in: effect for any delivery :. 
period on or before the 10th day after ithe end ‘of -such delivery period. 
The Market Administrator: is ‘thus allowed five days from the’ time.of re- . 
ceiving reports of handlers- for the. a computations, ‘The announce- 
ment of the price on this day allows ¢ a period of five days after receiving 
notice of the price: ‘before paynént is requiredi tobe: made to. producers as 
a reasonable time 'for'the Clerical work necessary:on the. parsiof handlers. 


in preparing checks and statements for: re a to. catipae eae The 


series of ON as is as ed hy er as i ee 


~ (1) ‘Combine into one! total. tha’ sua see seen adh es all handlers 
who are not in arrears as’ to any payments for: the previous: delivery period. 
Thus, is mate up' the total market pool: or the total-amount, of money to be 
distributed by means of the uniform prices. If a handler should fail to 
pay into the Market Administrator that. part of his total obligations which 
Tee slo gall ss) paid Go" ‘producers by way of the. Market Administrator,. the paying 
out of the pool-will be reduced: by that amount.» If a handler has so failed 
in one delivery period, it is resonable to expect.-that -he may repeat his 
failure in the next. Experienés' in operating market pools under licenses 
has shown that handlers will tend to make their reports and then fail -to.. 
make the payments, making necessary a further guide to the make-up of the 
pool than that of having a “report: in’hand. Such:a ‘procedure, prescribed 
for the Market Administrator, in no way. relieves’ the handler in his viola- 
tion of the Oraes, ee coe for. which are BroviseRs ‘in the Agricultural 
Adjustment eve as ee: ; 


(2) From the total amount paid: ave ce) iait' ee ene eres 
is first subtracted the nmount necessary to pay for milk delivered by each 
producer in excess of his base, at the Class II price. 


(3) There is now left in the pool the net anount of money to be 
divided over all the nilk which was delivered by producers not in excess 
of the bases. This sum is divided by the quantity of butterfat in the 
delivered base milk, the result, being the blended price per pound of butter- 
fat for base milk. 
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(4) There is a contingency, however, that not all of the handlers 
will make the portion. of the payments to producers through the Market 
Administrator, which is prescribed in article VIII. To cover such a 
contingency the Market Administrator is authorized to deduct from the 
rate per pound of butterfat an anount between 1 and 2 cents (Paragraph 4, 
Section 2). This deduction from the blended price of. butterfat in base 
milk is not a deduction at all but a deferring of the full payment until 
the money is sure to be in hand. 


(5) Paragraph:5 of the computations is a companion to paragraph 
4 and to section 3'(Proration of cash balance) in providing for the distri- 
bution of all money in hand for producers up to the next preceding delivery 
period but one. By this means all of the collections for which the 1 to 2 
cents were set aside are distributed each delivery period (one delivery 
period intervening) as the collections are made. It is more important to 
consider these three provisions in the light of the practical operation of 
the plan contnined than to consider them in the light only of possible. 
willful violations of the Proposed Marketing Agreement. Inevitably some 
reports will be late, some payments will fnil to reach the Market Administra- 
tor on time, and’errors will be made in both reports and payments. These 
three provisions give the Market Administrator a method by which. to meet 
the practical problems which will arise in connection with the pool and still 
preserve practical equity in the distribution of money as between producers. 
' The blended price of base milk announced by the Market Administrator, there- 
‘fore, represents the pooled utilization of milk for the delivery period 
less 1 to 2 cents, plus whatever hitherto uncollected money has come into 
the Market Administrator's hands for previous delivery periods. 


G. Base-rating. Heretofore, the discussion has shown that all milk 
in the market is pooled, and priced to handlers in accordance with the form 
in which it is sold by them, and the economic basis for such pooling and 
pricing of milk has been pointed out in some detail. The next step in the 


marketing plan is the proration to producers of the proceeds of sales to 
handlers. 


The proration plan that has been proposed and that has been incor- 
porated in the Proposed Marketing Agreement is the type of plan commonly 
known as the "base-rating" or "base~surplus" plan. The problem involved 
is primarily that of dividing up the fluid milk market so that each pro- 
ducer shares equitably therein. It has been pointed out_/ that in this 
market fluid milk sales vary much less on a seasonal basis than production. 
Hence, @uring the short production season, milk production within the 
Topeka milk supply areas is more nearly equivalent to fluid milk sales 
than during the season of flush production, when production is usually 


ay Gaumnitz, HE. W., and Reed, 0. M., The Price Structure for Milk, Tech- 


nical Paper No. 1, Dairy Section, Agricultural Adjustment Administration, 
United States Department of Agriculture. 
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gonsiderabis in excess OF: fiold - /pilk saless On the other hand producers 
vary markedly from each other, With respect. to the sensonality of their pro- 
duction. Many producers préduce a practically constant volume of milk 
throughout the year, and hence their production conforms quite closely on a 
sensonal basis to the séasonnl requirements of the fiuid milk trade. Other 
producers produce 9 volume of milk that varies markedly from season kb: 
season, and hence their vroduction.does not conform closely, on & seasonal 
basis, to the seasonal requirenents.of the fluid.milk trade. The pian of 
making each producer' s base eq al to his production during the ‘short season 
of production is an attempt to prornte the fluid milk market. among producers 
on an equitable basis. Producers are at liberty to increase their produc- 
tion during the flush season if “they so’ desire, but, for this seasonal surplus 
milk they receive surplus milk prices. They may incréase or decrease their 
production as they see fit. Under the bnase-rating plan, however, many pro- 
ducers find it to their advantage” toproduce a more.even volume of milk from 
season to season rather than’ a’ volume that fluctuates widely from season to 
season. Some producers even cut: their.seasonal production peaks by shift- 
ing the freshening period’ of their: cows; others feed relatively more grain 
than formerly during the short season. / Still others increase their produc- 
GLOW during the base period (the season of short. production) ‘by increasing 
the number of Cows. on their ‘farms; but do not, materially change’ the season- 


alivy.-of their production. Generally speaking, producers as a group have 


found it to their advantage ‘to produce a more. constant volume of milk from 
season to season when apat ae eneey the base- rating plan than when noe SO 
operating. ; BAe dae: Se 


Section 5 of article VIII provides that for the purpose of calculat- 
ing the bases of producers the’ market: Administrator shall determine a figure 
with respect to the butterfat contained in deliveries of milk in bulk to . 
handlers by each Peueeee as follows; | 


1. Effective for the ‘eilendar aaaeeen ending on June 30, 1936, take 
(a) 90 percent of his average delivery per day during the first 15 days of 
January, or (b) his average delivery per day during the months of July, 
August, September, Uctober, November and December, 1935, if: such figure is 
higher than 90- percent of his average delivery per day during the first 15 
days of January 1935, or (c) his average delivery per day during the period 
beginning February 16 and ending March 15, 1936, if that is less than 95 
percent of his average delivery per day during the months of July, August, 


September, Uctober, November and December, 1935; and 


2. ‘Effectiye for each calendar quarter after June 30, 1936, divide 
the total’ butterfat in milk delivered by each producer not in excess of 
his base during ench delivery period of the next preceding calendar quarter 
by the number of days in such next preceding calendar quarter and take such 
a percentnge of the result as will make the total of all figures so deter- 


mined approximately equal to 110 percent of the average Class I milk per 


day sold, during the fourth calendar quarter of the next preceding calendar 
year, by all handlers to whom such milk wes delivered. 
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3. At the request of ani ptoducer who is also a handler and for 
whom no figure is effedtive pur: adnt to paragraph 1 or 2 of this section, 
divide the total butterfat in milk delivered, during the six full delivery 
periods next preceding the date of such request, from svich producer in. bulk 
to handlers, by the humber of days in-such six full delivery: periods. Any 
figure determined pursuant to this paragraph shall be effective through the 
full calendar quarter next following its determination and thereafter shall 
be superseded by a.figure effective pursuant to paragraph < of this section. 


4. The Need Administrator shall notify each producer of the figure, 
and its equivalent in milk of the average butterfat content, delivered by him 
during the preceding ae eae determined. for such producer pursuant to this 
section. ; 


That the base-rating plan is a commonly accepted market mechanism, is 
evidenced by the large number of milk markets wherein the proceeds of sales 
to. handlers are prorated to producers through the base-rating plan. On the. 
basis of available information, it appears that the base-rating plan was 
started in Baltimore, Maryland, in 1918. -Since then it has been instituted 
in a large number of important milk markets and has come to be recognized 
as an equitable method of prorating to producers the proceéds of sale to 
handlers. (See table 16.) Table 17 shows: the number of markets operating 
under the base-rating plan by years, 1918-1934. One market started operating 
under the plan in 1918. The use of this plan of prorating to producers the 
proceeds of sales to handlers spread slowly, and by 1929 ten markets were . 
operating under the plan. By 1933, the number of markets operating under the 
plan had increased to 27, and in 1934, 34 markets were operating under the 
plan. The development of the base-rating plan nae not been limited to any 
one section of the country.: 


According to the figures given in Table 17, markets in 17 States were 
operating under the plan. The States included, among others, such: widely 


separated States as Massachusetts, Ce aO me? Georgia, Oklahoma, and 
Michigan. 


#. Payments for Milk. Article VIII of the Proposed Marketing Agree- 
ment provides that the minimum class prices shall be paid by handlers for 
each delivery period not later than the 15th day following the delivery 
period in the form of uniform prices to all producers, subject to specified 
adjustments which are authorized by the Agricultural Adjustment Act. The 
adjustment which most radically affects the returns of any producer is that 
adjustment depending upon deliveries of milk of a producer during a repre- 


sentative period of time which gives rise to the base- rating plan already 
discussed. f 


Paragraph 1, therefore, provides that each producer shall be paid 
for milk delivered not in excess of his base, the blended price. Paragraph 
2 provides that milk delivered by each producer in excess of his base shall 
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Table 16. ilk marketd operating with base-surplus plans 1/ as 1 
part: of the mirket strueture,.and date of institution of 
base+surplus plan on these markets, as of Februnry 1, 145%. 
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it . Effective date ‘' Year base-surplus 
Market .-. : State of plan was 
aero oe eed 8 ee bh et oe A itevemeur salty wee TAI aed mee | 
| (Approximate) 
| Philadelphia 2/ Pennsylvania Aug. 25, 1933 1919 
Chicago Illinois wa Reb. 5, - 1934 1929 
Me )=«oDes Moines > Towa Spotlenebieanos tal me 1930 3/ 
_  Omaha-Council Bluffs : - Nebraska-Iowa i rere es seenteytt | Feb. 23, 1934 4/ 
Evansville ‘ Indiana men RObsweo i OA 9: 1932 
» B st. Louis ‘ Missouri eelar.) 2; 195u 1930 2) 
Boston . Massachusetts + ,Mar. 16, 1934 1930 6/ 
/ Lincoln : Nebraska Le Mae Jeu Os ioe ae 1934 
/ Wichita - ' Kansas : Mare 17,:1934 : Mar. 17, 1934 7/ 
Greater Kansas City ‘: Missouri-Kansas : Mar. 17, 1934 er 1931 
Detroit ' Michigan . LE Did ely el os 1923 8/ 
Newport ' Rhode Island Apres | Lyeelos 1933 ai 
» Providence: :. Rhode Island Me Me, vit wRS Ee 
New Bedford ‘ Massachusetts mere ae 1931 
Pall River I" era moot 1931 
, Richmond i Virginda fy, May Nel LOS ot (age yee me 
Leavenworth : Kansas i May 16, 1934) SoMay 16.,463) 
Quad Cities ' TIowa-Illinois smear La 1O5U Sasol. i oacaer 
Louisville ' Kentucky. owen vl Osi ass 1929 10/ 
Los Angeles : California ies " : Feb. 1926 11/ 
Ann Arber ‘ Michigan PUG Sd tena teat Kec aN 1925 ay 
Alameda County : California “na i 1930 
Battle Creek ‘ Michigan aay " : Sept .1933 
Bay City ; " ike " ‘ Mey 3,1934 
Flint " rp spel u ' May 3,1934 
Grand Rapids : " py on " 1923 
Kalamazoo : " ; 4 " 1933 
Lansing ue i " LOS Oak 
Muskegon " ul " 1930 
Port Huron " i it , duly 1, 1934 14/ 
Saginaw iL u Hf 1927 
Baltimore Maryland PANS oly Lose 1918 
Savannah Georgia ; Aug. 16, 1934 =: 1929 
Tulsa Oklahoma Pedi 2M VLO3Ii.  Sonowel Leeath 15/ 
. San Francisco California OC ti wren O44) a 1930 
& Southern Illinois Illinois NOVe 0 ye 1o st 1932 
/ Atlanta Georgia WSR a une cals 1932 16/ 
$ San Diego : California Heus Vy 1955 1932 


Compiled in most cases from transcripts of he 
agreement for milk. 


aring for proposed marketing 


(Continued) 
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Table 16 (Continued) 


Ly sponsSored-in every case by h cooperative association of producers 
in tne market. 


2/ Operating uwidér the lolal! License policy. 

3/ Eee plus plan dropped from license December 5, 1934. 

4/ Apparently no base- ee pian prior to the license? 

5/ a alae pl cat discontinued under license as of November 16, 1934, 


6/ There nad been in ee vriseraral vears another plen prior to the 
present one. 


af No base-surplus plan prior to ‘license. 
8/ Hormer, 3. Le, Michigan Staté College, Special Bulletin No. 170, page Gi 
9/ Moendoned in March 1934, ° Added to License September 1, 1934. 


10/ Introduced about 1929 but discontinued in fall of 1930. Reestablished 
inioLater years, 


11/ Sources. U. S. D. A. Technical Bulletin No. 179, Cooperative Marketing 
of Fluid Milk, by Hutzel Metzger. | 


12/ Abendoned after several yen s.. Reestablished in 1930. 
7 Operated only temporarily. Effected again in 1934, 


14/ Toe base-surplus plan had been used over a small part of the market 
for several years previously. 


15/ Established as a license feature November Do, Lose, 


bef Two early attempts failed. Reestablished in February 1934. 


Table 17, Number of milk markets wherein base-surplus plens 
‘ were instituted during the year, sand cumulative 
‘ total, 1918 — 1934, inclusive. 


. : Number of markets where base-surplus plan : Cumulative 

‘ Year. was Started during the year total 
as : : SRI slip loka bi apd capa ers > 
LOLS : 1 
1920 3 : 2 
1921 : 2 
Tage : | 2 
1923 ; 3 3 5 
sean ; : 
1925 : : s) 
1926 : uf ; 6 
1927 : 1 : fe 
1928 : 7 
RSS) : 3 : 10 
1930 : 8 : 18 
VESL : 2 : 20 
1932 ; 4 : 24 
1933 : 3 : male 
1934 : ” : 34 
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Table 16+ The data are incomplete in that no information is available 
covering all milk markets. Tae data given in the above table are taken 
from transcripts of hearings on milk licenses, and four markets operating 
under « base-surplus plan were excluded due to lack of information With 
respect to the date the plan was instituted, 
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be paid fot at the class II pride 


Peragraph 5S provides for the completion of the payment by cach 
handler of tne full classification value, but no more, of the milk re- 
ceived by a nondler as the handler made.use of it by paying to or receiv~ 
ing from the Market. Administrator tne differerce between his payments 
direct to vroducers end the classification value ‘of his milk. ‘Thus, when 
all of tne payments set forth in article VIII have been made, cach handler 
nas paid aie minimum class prices, uniformly with all other handlers, and 
producers have received uniform prices for milk. delivered subject to the 
specified | fe woaich Ne a mathoma tically uniform price ints 
Vrackics are uniform returns in accordance with the situation of the producer, 


cs Deduction oe Heres Services ‘(article 1X of the Proposed 
Roatan Agreoment).: The Agricultural Adjustment Act, as amended, states 
that tno Secretary of Agriculture may provide for marketing services as 
follows, [Section 8c -(5) (F)]: 


"Prividing (i) except cs producers for whom such services are being 
rendered by a cooperative marketing association aualified as provided in 
paragraph (F) of this subsection (5) for market information to producers 
and in the verification of weights, sempling and testing of milk purcnased 
from producers end for making appropriate deductions therefor from payments 
te producers. «4 .! 


Tas types of ser 3 . be provided ‘are vspociiie.tl y+ setutrornn, 
namely, cnecking of weigh » Sampling and tests of milk and market infor 
mation. The former nas ee: bearing upon the size of payments received 
by producers, and, in turn, the stability of the market structure: the 
latter provides for the dissemination of such information to producers 

aS will aid them in a better marketing of their products. 


ae 
nw 


Article IX of the proposed marketing agreement provides for mar- 
ket services to producers. In section (1) provision is made for a deduc- 
tion of three (3) cents pér hundredweight from the payments made to pro-— 
ducers, such monies to be expended by the market administrator for market 
information ond the verification of weights, sampling and tests of milk 
purchased from these producers. Similarly, section (2) provides that if a 
cooperative marketing association is found to be qualified under the re- 
quirements of paragreph(F, section 8c (5) of tne act, and is properly 
rendering tne Be witiy, to producers enumerated in article IX section (1) 
of the proposed marketing agreement, then the monies deducted by handlers 
from the iemoers of such association shall be paid over to that association 


It is declared to be the policy of Cengress, as stated in the Agri 
cultural Adjustment Act, to recognizé and encourage producer seooperatives. 
There is no restriction in the «.roposed. marketing agreement waich would 
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operate to tne disadvantage of; of tend. to Supplant, their. work. Rather, 
BUCO Serviecs are encouraged by reason of a recognition that tne cooperatives 
duc to a Close relationship with their members, probabl¥ are in a better 


position to render these scrvices to their members than is the market ad- 
ministrator, 


; 


Exscriences of the cooperatives have demonstrated that the render- 
ing of marketing services to their members is a desirable feature in the 
proper functioning of the market mecnanism. Producers generally do not 
nave evailable facilities to determine accurately the weight of their milk, 
Neither are they in a position to test. preciscly its fat content, Yet, withe 
out verification of tho weights and tests as determined by handlers, produc-— 
ers often question the accuracy of the prices paid them. Marketing services 
in the nature of check weighing and testing are thus rendered because tho 
producers themselves desire that Service, 


Undoubtedly, spot checking of the purchases of milk of individual 
handlers by the market administrator woul suffice in verifying weights 
and tests, and, in turn, the accuracy of price computations, However, the 
producers, aS stated heretofore, desire more than this. Their primary 
concern is that of ascertaining, not the general accuracy of the weights 
and tests determined by handlers to whom they deliver milk, but of the 
exact weights end tests of their ow deliveries. 


The presentation of marketing information to producers nas become 
a necessary adjunct to an intricate marketing process. With this informa 
tion producers are better enabled to adjust tneir production and marketing 
to current market conditions. ‘he United States Denartment of Agriculture 
regularly furnishes information to producers in the form of crop and live- 
stock reports, outlook Statements, etc, This service is maintained only 
because producers want it. 


The dissemination of current market information, such as price as-— 
pects of the market, local supply and demand condi Viens, ete...) by tie 
market administrator serves a similar purpose. 


A Summary of expenditures from the marketing service fund under 
License No. 92 for the year 1935 is shown in Table 18, These figures 
indicate that a three-cent deduction is rcessonable, and adequate to cover 
the costs of these services, 


J. Expenses of Administration (Article X of the Proposed Marketing 
Agreement). The market administrator must necessarily incur many expenses 
in his operations: must maintain a personnel sufficient to (a) compute 
periodically tne prices to be paid by nandlers to producers and determine 
the adjustments from those prices, (b) record and audit the sales reports 
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parties in the market. 
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of handlers, and (c) provide fot dditrect work with handl 
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Table 19 shows the cost incurred in the administration Oye 
No. 92 during the year 1935 ona check off of two cents a hundredweigh 
of milk. The total cost of administration amounted to $.01769 per hun- 
dredweight. In order to provide for more adequate auditing of the 
reports of handlers Article X of tne proposed marketing agreement | 
Topeka Marketing Arca requires cach nendler to pay to the market a 
tor a swn not exceeding three(3) cents per hundredweight, the monie: 
tained being used to cover the cost of administration of the propos: 
ing agreement. The exact amount per hnundredweight is to be determine 
Market Administrator, In view of the experience gained in the administr 
of License No. 92, end the need for additional audits of handlers! sales 
reports, it appears that the maximum charge for meeting costs of adminis 
tion, two (2) cents per hundredweight as specified in Article X of the p 
posed marke ting agreement, is re S3onsable, ; 


ik BR 


Table 18, Exnenditures from the marketing service fund 
under License No. 92, Topeka Sales Area, for . 
the year 1935. 
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Expenditures re | ig Amount 
i sae ant toca ke eee Dollars | , | 
Selaries:. : i 580.93 | 
Testing and weighing : 3 71.86 
Furniture and fixtures fh 55 «86 
Miscellaneous : 2487 
* Subtotal i 691.02 
Pegi oalatine he hl) Sle ee 
“Grand total: : 4,209.39 | 
Cost of service to.non-members 
per cwt. of milk : 002914 


Compiled from reports of the Market Administrator under 
License No. 92. 
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Table 19; Expendittiregs: ftom the administrative fund under 
iyi License No. 92, Topeka Sales Area, of the year — 
Bey 1935. 5 
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Dollars 


nS Salaries: nes area ie oe awae i sere an bran, e 


Rent 255600 eae 


. 


Travel expense. 142, 64 


General expense Sie OOr te) 
Total | 3,451.81 


Cost per cwt. of milk 
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Compiled from reports of the Market Administrator under 
Pieense Noe G2. * 
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THE PRICH STRUCTURE FOR MILK 


by 
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and 
O. M. Reed 2/ 


Introduction 


One of the most important and perplexing problems encountered in milk 
marketing is that pertaining to the classification of milk. This problem is 
merely one of many, although fundamental and probably the most important, 
that may and perhaps must be approached through a study of the price struc- 
ture for milk: 


This paper was written for use in connection with marketing agreements 
and orders for milk. However, numerous questions have arisen pertaining to 
the classification of milk, the price structure, and related problems, and it 
i8 for these reasons that this paper is made available at this time. 


This analysis of the price structure has been developed under assump- 
tions of competitive conditions. Numerous details have been omitted in the 
interest of brevity and in order thst the discussion be suitable for general 
use. The analysis will be expanded as rapidly as possible, and the later 
phases of the work are to deal primarily with the price structure when the 
assumptions upon which this paper is based are varied. 


The authors have receivod aid from several persons in the development 
of this paper. Dr. Warren C. Waite helped draft the paper in all but the 
latest stages of its development, and Dr. Harold B. Rowe contributed many 
valuable suggestions relative to the technique of the analysis. Others have 
dade fruitful suggestions and have aided materially in editing the paper. 
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i/ Chief, Dairy Section, Agricultural Adjustment Administration, United 
States Department of Agriculture. 


ey, Senior Agricultural Economist, Dairy Section, Agricultural Adjustment 
Administration, United States Department of Agriculture. 
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THE PRICE STRUCTURE FOR MIL. FOR .THk COUNTRY AS A WHOLE 


A complete analysis of the price structure for milk for the coun- 
try as a whole would fill a rather sizable volume. However, for the 
purposes of this paper, it is unnecessary to devete a great deal of time 
and space to the development of such an analysis. All that is intended 
in Part I is to develop a rather general treatment sf the price structure 
for milk for the country as a whole, in order that the analysis of the 
price structure for milk within a milk shed may be approached more satis- 
Pectorily. 


An explanetion of the price structure for dairy products far the 
country as a whole involves consideration of (1) the conditions affecting 
the demand for milk, and (2) the supply characteristics of milk with 
respect to the localization sf particular phases of the industry and the 
interchanreability of milk between different dairy products. Likewise, 
an explanatian af the price structure for milk within a particular area 
or a particular milk shed involves consideration of (1) the nature of 
the demand for the different products derived from milk, and (2) the con- 
ditions affecting the supply of milk. 


A. The nature of the demand for milk... It ‘is well recognized that 
the demand for any comnodity is a composite of the demands of the differ-_ 
ent groups of people who are ready to purchase different quantities of 
it at different prices. Similarly, the demand for a product such as milk, 


which is used in the production of a number of different products, is 
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af In 1932 the total volume of milk used in the manufacture of dairy 
products and used by the nan-farm population a as fluid milk and cream 
was distributed among the various uses as follows: 


product Percent of total volume used 
Butter - creamery and whey . . py AS 6 a/ 
Other manufactured praducts 3.2 a/ 
Milk used by non-farm yvopulation 
as fluid milk and cream 41.2 b/ 


Total 100.0 


a/ Compiled from estimates »f the production of manufactured 
dairy products, Bureau of Agricultural SeCnomie eS. U. S. 
Department of Agriculture. 


b/ Compiled fram Hstimates of Consumption of Milk and. Crean 
in Cities and Villages, Bureau of Agricultural Economics, 
U. S. Department of Agriculture. 
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the aggregate or composite demand for milk in all uses, ‘Thus, although 
.the different forms or products in which milk is used are competitive in 
the sense that each. use competes with all Other uses for a portion ef the 
total supply of milk, and the derived demands are rival or competitive, 
in the aggregate o comprise the total demand for milk. The nature of 
the demand for fluid milk is discussed at length in Part III of this 
paper. 


B. The supply. characteristics OL mili. 
lL. Localization of the industry. Although milk produc tren 

is an impertant agricultural enterprise in practically every State in the 
United States, it nevertheless varies markedly hetween areas as to rela- 
tive: importahee and is highly concentrated in certain areas, An impor- 
tant factor in this connection is the fact that the transportation system 
has developed so that certain areas possess a comparative advantage in 
the production of milk for use in the preduction ef dairy products that 
are readily storable and transpertable, and others have a co.parative 
advantage in the production of milk for fluid consumptien. Thus, the 
States of Iowa, Minnesota, Nebraska and Wisconsin produced 44.8 percent 
of the total volume of creamery butter produced in the United States in 
1932 and 1933. Wisconsin and New York produced 44.8 percent and 62.1 
percent cf the totel volume ef cheese produced in the United States in 
1932 and 1933, respectively. Of the total United States aedaa 45 of 
eVeaperated milk in 1955, Wisconsin and California produced 535.3 percent, 
and the five States ef Wisconsin, New Yerk, California, 1 ee and Ohie 
produced 70.0 percent. é In those areas wherein large urban centers are 
Situated, notably the New Hngland and Middle Atlantic areas, as well as 
in the territery immediately surrounding other urban centers, the larger 
part of the tetal volume ef milk produced is utilized in the form of 
fluid milk and cream. 


2. The interchangeability of the supply of milk between uses, 
The milk supply of the country is interchangeable between uses, especi- 
ally so in the case ef manufacturing uses. In general, there is little 
difference between the quality requirements for milk used in the produc- 
tion ef evapserated milk, butter, cheese and other manufactured dairy 
products, In addition te the fact that milk is markedly interchangeable 
between the uses noted above as far as quality requirements are concerned, 
precessing facilities for the different products are so intermingled 
geegraphically, and, in fact, are in many cases available in one plant, 
that the matter of bts location of the preducer with respect to process- 
ing facilities for the different products is usually not important in 
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&/ ‘Menufactured Dairy Preducts, Bureau of Agricultural Economics, 
United States Department of Agriculture. 
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preventing producers from shitting ‘their milk from one channel of dispo- 
sal to another. ‘Thus, should relative price conditions warrant, thé 
producer.can in most cases shift his milk from one use to another. {In 
the case.of those plants manufacturing two or more products, the 
producer ‘does not have to shift his milk from ore plant to another, the 
shift or change in the relative volume of milk entering the different 
uses being accomplished by the plant management, and for the same 

reason that would lead the farmer to shift his milk from one use to 
another. 


. The interchangeability of the supply of milk between milk pro- 
duced for use as fluid milk and that produced for use in the production 
9f various manufactured dairy preducts is not so marked as is the inter- 
changeability of milk between the different manufactured products. 

This is due in large part to the fact that in most milk markets milk 
used as fluid milk must be produced in accordance with more stringent 
Sanitary requirements than is the case “with milk produced for use in 
manufactured dairy products. . However, this factor operates, principally, 
to lengthen the period of time necessary for a preducer to shift his dis- 
posal of milk from manufactured dairy products uses to fluid use. The 
producer, in order to shift from the production of manufacturing milk to 
the production of fluid milk, must equip his barn and follow the proced- 
ure with respect to sanitation that is specified in the health ordinances 
of. the city or town in which he wishes to sell fluid milk. This invalves 
additional expense in producing milk. /but,.if she terme pricesot Tid 
milk is sufficiently above the farm price of manufacturing milk, the pro- 
ducer will equip his barn and conform to sanitation regulations inorder 
that he may sell fluid milk. Thus, although the degree of interchange- 
ability of milk between fluid use and manufaétured product uses is less 
marked than the degree of interchangeability of milk between the differ- 
ent manufactured product uses, producers can and do shift from the 
production of manufacturing milk to the production of fluid milk when 
price relationships warrant. Similarly, when the price: of fluid milk 
declines to a point where it is not sufficiently high to cover the addi- 
tional costs of producing milk for fluid consumption, producers discon- 
tinue the production of milk for consumption as fluid milk and produce 
milk for use in the production of manufactured dairy products. 


C. Factors eihastines the ne general level of | the prices” of dairy 
products 


1. Demand factors. Numerous factors influence the demand for 
dairy products, such as the volume of the money income of consumers, con- 
suming habits, etc. Perhaps the most important of the factors affecting 
the demand for dairy products is the volume of money consumers have avail- 
able for the purchase of goods. Thus, the prices of dairy products vary 
directly with the income of consumers (assuming constant supplies). The 
relationship between the index of the farm prices of dairy products and 
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the index of factory payrolls (taken as a measure of changes in the in- 
come of consumers) is shown in Figure 1. As was stated above, numerous 
factors affect the demand for milk. However, for the purposes of this 
Paper, it is unnecessary to discuss them in detail. 


2. Factors affecting the supply of milk. The changes in the 
volume ef milk that will be forthcoming from a given number ef cows due 
to changes in weather, pasture and crop conditions need no comprehensive 
treatment here, since it is obvious that sudden and wide variations in 
the weather, droughts and ather unusual weather conditions that operate 
to reduce or increase the quantity and quality of feed relative to the 
humber of livestock, all tend to cause variations in the supply of milk. 


Aside from the factors noted ahove, changes in the prices 
of dairy products relative to the prices paid by milk producers for the 
articles used in milk production, as well as changes in the prices of 
dairy products relative to the prices of other farm products, affect the 
volume of milk produced. In the Middle West, for example, changes in 
the prices of competing farm products have an impertant effect on milk 
production. An increase in the price of beef, or a relative decline in 
the prices of dairy products, is sufficient to cause large numbers of 
farmers in this section, particularly in the area west of the Mississippi, 
to turn to raising beef steers and heifers and let the calves suckle the 
cows langer than was the practice before the change in relative prices. 
In addition, in numerous cases where more than one livestock enterprise 
is followed on the farm, a relatively larger volume of the feed available 
is fed to livestock other than milk cows when prices of alternative live- 
stock products become favorable relative to the prices of dairy preducts. 


D. kelatipnships between the prices of dairy products in 


different markets. 

Since most manufactured dairy praducts are readily transport- 
able, the price of a product such as butter tends to vary between markets 
by not more than the amount necessary to cover the cest of shipping the 
product (freight and handling casts) from one market to another. Thus, 
in Chicago, Illinois, situated in the large surplus butter-producing area 
comprising the East North Central and “Jest North Central States, the 
price of butter is generally lower than in New York city by an amount 
sufficient to cover freight and handling charges frem Chicagce to New York 
City (New York €ity being Iscated in a deficit butter-producing area). 
The decidedly close relationships between the prices of butter in diffor- 
ent markets are shown in Figure 2. 


The prices of cheese in different markets vary tegether (see 
Figure 3), partly for the samo reasons as these advanced above with 
respect to butter and also because af the possibility. of shifting from 
cheese productian to the production af butter, which is more widely 
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transported. The same relationships exist with respect to evaporated 
milk, 


In view of the foregoing, it should be evident that the mar- 
ket for the most important manufactured dairy products is national in 
Character and that the price of milk or butterfat used in the different 
products noted above in any particular area is closely associated with 
the price 46f milk so used in any other area. 


eal 


- Relationships between the price of milk used in different 
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AS Was pointed out in B above, the supply of milk is markedly 
interchangeable between uses in the case of milk produced for manufac- 
turing purposes and to a lesser extent between fluid milk and manufac- 
turing milk uses. This factor operates ta establish clase relationships 
between the price of milk in different uses, in the country as a whole, 
as well as within areas. (See Figure 4.) _Thus, although the price of 
milk produced for use as fluid milk is generally higher in any particu- 
lar area than the price of milk produced for use in manufactured dairy 
products (for the reasons advanced in sectian B and section CG), and 
therefore the market for fluid milk in any particular area may be con- 
Sidered as a lgcal market, the price of milk produced for use as fluid 
inilk varies with the price of such milk in any Other area and also 
varies with the price of milk produced for use in manufactured dairy 
products, both for the country as a whole and in the different sections 
of the country. 
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THE PRICE STRUCTURE FOR MILK WITHIN A MILI. SHED 


The terms under which milk is sold vary widely between markets. 
In some markets, usually small markets located within a surplus area or 
with few or no sanitation requirements, producers receive the same 
price f.o.b. the market for all milk, regardless of whether it is used : 
for fluid milk, cream or manufactured dairy products. In other markets, 
wille producers receive the same price for all milk sold, this price is: 
a weighted average price which is computed by adding torether the value 
of milk sold to distributors in accordance with a schedule of the 
prices for milk used for various products, and dividing the total sum so 
computed by the total volume of sules to distributors. In still other 
markets, producers receive two or more different prices for different 
portions of the milk which they deliver, a weirhted average price for 
that portion of their milk sold as fluid milk und cream, and a lower i 
price on the remainder, which is used in the production of manufactured 
dairy products. Again, producers may receive one price for that portion 
of their milk sold as fluid milk, another price for that portion sold as 
fluid cream, and still another price for that portion which is used in 
the production of manufactured dairy products such as butter, evaporated 
milk and cheese. i 


In this section, the relationships between the prices of milk 
used for different purposes f.o.b. city, and the farm price structure 
arising therefrom, are examined in some detail. 


A. The price structure; uniform quality requirements - central-— 
ized processing. 


For purposes of presentation, the price structure is examined 
in a hypothetical market, wherein factors operating to establish a dif-- 
ferentiation in the prices of milk used in the production of different — 
dairy products are assumed to be non-existent. One by one the factors 
operating to establish such differentiation in the prices of milk used 
in the production of different dairy products are considered, and thus 
the analysis of the price structure progresses from that of the highly 
Simplified hypothetical market toward thet of the most complex type of 
market. For purposes of analysis, therefore, it is assumed that: 


l. ‘There is. a freely competitive market. . aiene 


2. Local delivery costs and labor are the same for all 
classes of product. 


3. There is no variation in the volume of milk consumed in 
different forms. 


4, ‘All milk, whether sold to consumers as fluid milk or 
‘other dairy products, is of uniform quality. 


Oo. All milk is brought to the city in fluid form, there to 
be processed into the various dairy products. 


6. There is no variation in the volume of milk sold per farm 
from day to day. 


Under the conditions noted above, it is obvious, that producers 
would receive the same per unit price for all milk brought to the market 
since each unit of the supply is interchangeable with every.other unit. 
This would be true regardless af whether the milk were sold to, the consum- 
er as fluid milk, fluid cream, or manufactured dairy products. 


However, it is well recognized that the butter and other manu- 
factured dairy products equivalent of a unit of milk can be transported 
long distances at very low cost per product equivalent of a unit of milk 
as compared to the cost of transporting a unit of milk the same distance, 
and can be kept in storage for 2 relatively long period of time without | 
appreciable deterioration in quality. Manufactured dairy produdts are 
composed largely of milk solids, or, stated differently, they are composed 
of one or more of the constituents of milk concentrated to a very much 
greater degree than in whole milk. Thus it is more economical to produce 
the finished product, such as butter, cheese, etc., at a distance from the 
market and transport the finished product to ‘the market, rather than to 
transport whole milk to the market and there. process it into the finished 
product (unless, of course, the demand for all the products of milk in the 
market can be satisfied from the volume of milk produced in the area 
immediately surrounding the market), For example, one hundred pounds of 
butter contain approximately 80 pounds of butterfat, and one hundred 
pounds of 5.5 percent milk contain 5.5 pounds of butterfat. Assuming that 
transportation costs per one hundred pounds of product are equal, the cost 
of transporting butterfat in the form of butter and in the form of 35 per- 
cent cream would be about 1/23 and 1/10, respectively, of the cost of 
transporting butterfat in the form of milk. The reasons given above 
suffice to explain why manufactured dairy products are produced, in many 
cases hundreds of miles from the market, and shipped to, the market in 
finished product form rather than being shipped to the market in the form 
of fluid milk and there processed into the finished product. 
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B. The price structure; uniform m quality requirements — - decentral- 
ized processing. 


For the purpose of consider ing the manner in which the trans- 
portation factor affects the price structure for milk within a milk shed, 
the preceding assumption that all milk is brought to market, there to be 
processed into the several milk products, is now dropped and, instead, in 
addition t9 the remaining pha i noted previously, it is assumed 
that; 


1. All the milk which is produced within 100 miles from the 
market is needed to satisfy the demand for fluid milk. 


2 All the milk which is produced in the area between 100 and 
+150 miles from:the market is needed to mest the demand for fluid cream. 


4. All the milk which is produced within the area between 150 
and 200°miles from thé market is needed to meet tne demand for evaporated 
milk, , 


. 4. All the milk which is produced within the area between 200 
to'400 miles from the market is- required to meet the demand for butter. 


5. Transportation costs vary in direct proportion to distances 
at the following rates per unit per mile: 


(a): Whole milk - L cent per hundredweight. 


(bo). The cream equivelent of 100 pounds of 3.5 percent milk 


(c) The A yiucrse a milk equivalent of 100 pounds of 3.5 
percent milk - G.1 cent. 


(a). The butter Bene oh of 100 pounds of 3.5 percent 
milk - .05 cent. 


6. The farm value of skim milk exactly equals the cost of sep- 
arating cream from milk. 


7, The f.0.b. city value of the butter equivalent of 35.5 per= 
cent milk (it is assumed that the over-run.is necessary to cover the manu- 
facturer's margin) is $1.00. . 


Under the above assumptions the f.o.b. city prices that must be 
paid for milk in order to secure the volume necessary to meet the demand 
for milk, as well as the f.o.b. city prices that must be paid for the 
cream equivalent and evaporated milk equivalent of 100 pounds of milk to 


meet the respective demands, can be readily computed. Thus, with the 
f.6.b. matket price of the butter equivalent of 100 pounds of 3.5 percent 
milk at $1.00, the farm price of 100 pounds of milk which is converted ‘to 
butter at a point 400 miles from the market is 41.00 less the cost of 
transporting the butter equivalent of 100 pounds of such milk to the mar-~ 
ket, or 80 cents (1.00 - (400 X #.0005) = 3.80). At a point 200 miles 
from market the farm price of milk used for butter is 90 cents ($1.00 - 
$.10 transportation costs = $.90). If milk is to be used in the produc= 
tion of evaporated milk at a point 200 miles from the market, the farm 
price of such milk must be 90 cents per hundredweight or else farmers will 
séll their milk to butter manufacturers rather than manufacturers of 
evaporated milk. The f.o.b. city price of the evaporated milk equivalent 
of 100 pounds of 3.5 percent milk will be the farm price of 100 pounds of 
3.5 percent milk at a point 200 miles from the market, plus the cost of 
transporting the evaporated milk equivalent of such milk to the market, or 
$1.10 ($.90 + $.20 = $1.10). Similarly, the farm.price of milk used to 
produce cream at a point 150 miles from the city must be equal to the farm 
price of milk used to produce evaporated milk at that point, else farmers 
will sell their milk for use in evaporated milk rather than cream, and the 
f.o.b. city price of the cream equivalent of 3.5 percent milk will be the 
farm price of such milk at a point 150 miles from the market plus the cost 
of transporting the cream equivalent of 100 pounds of 3.5 percent milk 
from that point to the city, or $1.25 ($.95 farm price at 150 mile-point + 
$.30 transportation costs to market = $1.25). Similarly; the f.o.b. city 
price of 3.5 percent milk will be the farm price of milk used for cream at 
a point 100 miles from the market plus the cost of transporting fluid milk 
to the market, or $2.05 ($1.05 farm price at 100 mile-point + $1.00 trans- 
portation costs to market = #2.05). 


Therefore, under the conditions assumed the prices for milk and 
milk products. f.o.b. city would be as follows: 


1. Fluid milk - $8.05 per hundredweight. 


2. The cream equivalent of 100 pounds of 3.5 percent 
milk - $1.25. 


3. The evaporated milk equivalent of 100 pounds of 
3.5 percent milk - $1.10. 


4. The butter equivalent of 100 pounds of 3.5 percent 
milk - $1.00 (assumed, but of course a’ different 
price f.o.b, the market for the butter equivalent 
of 100 pounds of 3.5 percent milk would be associ- 
ated with different prices for the other milk 
products than those computed above). 


Under the conditions assumed it is also obvious that milk would 
not be shipped to the city to be processed into the several dairy products 


iil sh Gee 


(except in case of error or ‘lack of xnowledge with respect to the most 

profitable ‘channel of disposal, which is not possible under the assump- 
_tions set forth). Prices in the city would be quoted for milk, cream, 
Pvapordted milk and butter. All milk brought to ‘the city would command 
One price, cream another, ete. Thus, there would be no differentiation 
in milk prices f.0.b. city. Ba 


gat ae _. The farm price for milk at any given point within any partic~ 
ular zone is, of course, equal to the farm price of milk at the outer 

_ edge of the zone plus the difference between the cost of shipping milk 
in the particular ‘fom to the market from the outer limit of the zone 

and the cost of shipping such milk from any given point within the zone. 

The farm price structure for milk thut vould obtain under the conditions 

set forth above is shown in FLOUR e | 


C. The price structurc; varying quality roquirements - decentral- 


ized processins. ; 


If the assumption that all milk is of uniform quality is dis- 
carded, and it is assumed that the quelity requirements for milk used in 
the form of fluid milk and crcam are higher than those for milk used in 
the production of evaporated milk and butter, then the type of market 
under analysis is somewhat more comparable to the rather complex type of 
milk market now Obtaining in many large urban areas. 


Sanitation requirements vary somewhat between milk markets. 
Usually, the requirements cover such items of sanitation as. periodic 
veterinary examination of cows, cleanliness of cows, cleanliness of dairy 
barns in addition to specifications with respect to the .type of flooring, 
light, etc., specifications with respeét to the type and care of the milk 
house, cleaning and care of utensils, and rules and regulations pertaining 
to milking and handling of the milk. 

‘ ; 

It should be obvious thet the sanitation requirements under 
which milk for fluid milk and cream is produced, which in by far the 
larger number of cases are more stringent than the sanitation require- 
ments under which milk for manufacturing purposes is produced, operate 
to increase the cost of producing milk for use as fluid milk and cream 
relative to the cost of produeing milk for manufacturing purposes. Thus, 
Over a period of time, the supply price *Yof a siven volume of milk used 
for fluid milk and cream Will be somewhat higher than the supply price of 
the same volume of milk used for manuifscturing purposes, other factors 
remaining constant. of course, the difference between the supply prices 
of milk produced for use in different products:in any milk supply area, 
other factors being the samc, will depend’ upon the differences in the 
sanitation requirements applicable to milk produced for use in the dif- 
ferent products. . If it were assumed that sanitation requirements raise 


6/ The price that must be paid in ordor that a given volume of milk of 


the desired quality be forthcoming. 
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the supply price of milk for use as fluid milk and cream 2 
| _ hundredw ight per farm above the supply price per hundredyw 

ae used for manufacturing purposes, the nrice structure under | 
|. | #onditious would be similar'to that set forth in Figure 6 (a p 
of stable equilibrium is assimed, so that the f.o.b. city pri. 

oe prevail, and the farm price structure arising therefrom, are 
ply prices). . 


c - ae 4 Under the conditions agsumed , the prices for milk 


‘ products f.o.b. city would be as follows: .: 
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. 1. Fluid milk - $2.25 per hundredweignt. 
ae - = . 


“ee The cream equivalent of 100 pounds OiRoeo percent 7 — 
milk - $1.45, | i 
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Bete . | 5. The evaporated milk equivalent of 100 pounds of B15. 
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4. The butter equivalent of 100 pounds of 3.5 percent 
milk « 31 0G 


In Fisure 6, the line PP represents the farm price of milk 
used for fluid milk and cream; the line 4M the farm price for milk used 
in the production of evaporated milk and butter. It should be noted 
that as yet no factor has been introduced that will operate to establish 
different prices for milk f.o.b. the city. Under the assumed conditions, 
all milk produced within a particular zone will be used in the production 
of the same product. Thus, no milk will be shipped to the market as milk 
from the cream zone,: etc. tatod differently, there will be no differ-— 
entiation between the price of milk based on the form in which such milk 
is sold f.o.b. city. Also, no factor has been introduced that will Oper- 
ate so that individual producers will receive different prices for dif- 
ferent portions of their milk. Producers within each zone will sell all 
of their milk at one price. Farm prices in a perticular zone will vary 
as transportation costs from different points in the zones to the city 
vary, and will vary between zones because of differences in transportea— 
tion costs of milk and the product equivalent of milk, and because of 
differences in cost of producing milk engsndered by differences in the 
Sanitation regulations applicable to milk and milk products. 


4 
Deas Tne price structure as affected by re en 2 


It should be emphasized that the foregoing treatment of the ef- 
fects of the transportation rate structure and sanitation requirements 
on the price structure for milk has been greatly simplified for purposes 
of presentation. Variations in the transportation rate structure end | 
sanitation regulations from those ‘assumed bring additional complexities 
into the price structure. . 


One of ths assumptions on which this analysis has been based so 
far is that transportation rates vary according to distance and weight 
only. However, several factors influence transportation costs, the | 
more importent of which are typs of transportation (truck, tank car and 
railroad), complementary services, topography of country, volume, labor 
conditions, gasoline and truck costs, and local transportation arrange- . 
ments. Some attention will be given to the effect of these’ various: a . 
fectors on the price structure and size of sheds for the different types. if 
of dairy products. ves re . Rie : 
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4/ This section is based largely upon a report prepared by Dr. J. Me . - 
Tinley, formerly Principal Agricultural Economist, Dairy Section. 
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1. ‘Type of Transportation, ‘Fxom points relatively close to 
a market, producers frequently find it advantageous (or less costly) 
to transport their own milk to the city.. Many producers use small 
trucks to transport feed, implements, etc.,; from the city to their 
farms or from one part of the farm to another and find it convenient 
to take their milk direct to a city plant. The farmer or a member of 
his family operates the truck and vecause of proximity to the Clty can 
reduce operating costs per — cwt.e-mile to a very low figure. However, 
as distance from the city increases, operetion of a small truck per 
hundredweight milk increases rapidly. A large load becomes more cco- 
nomical so larger trucks are used. Few farmers have sufficient milk 
to supply a load for a large truck, so either a distributor, a private 
azency (heuler) or a cooperative association operates a truck and col- 
lects milk from several farmers. 


After a certain distance varying between, say, ten and sixty 
miles, depending upon the topography, density of supply, etc.,. truck 
transportation becomes too expensive per hundredweight mile. It is 
expensive to operate a large truck (or truck and trailer) over country 
roads especially as production often becomes more seattered as distance 
from a city increases. 


Under these conditions, milk is usually hauled by producers or 
by truck to a centralized country assembling point, cooled and loaded 
into a tank truck and hauled into the city. Also, there are definite 
limits to the distance from which milk can be hauled by tank truck. 
In some of the larger markets, milk is collected at country stations 
and cooled, sand then shipped by train to th« consuming center. In a 
few instances, milk is processed and bottled at a country point and 
shipped into the city for distribution. 


In Figure 7 are shown, hypothetically, the transportation costs 
on milk into a large consuming center. For the first ten miles, 
milk producers will haul their own milk, the lowest cost being five 
cents a hundred pounds (aost of which is for handling COSTS )\s, arue 
total cost rises as distance from the consuming center increases, but 
after about fifteen miles, costs rise very rapidly. ‘There is a zone 
in which milk may either be handled by the producer or by truck. From 
about twenty miles, however, it becomes more economical to haul by truck. 
This is probably true up tozbout seventy miles. From seventy to ninety 
miles is another zone of indeterminateness in which milk may be hauled 
either by truck (in cans) or assembled and hauled in tank truck. 
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ty The variations here discussed are not considered in later Figures. 
Therefore, a different set of rates has been assumed, under which 
the differences in ratcs have been magnified. 
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From ninety to one hundred and fifty miles, milk will be hauled 
in tank trucks, but for treater distauces the time of hauling and load 
limitation would tend to make it more economical to assemble milk at a 
country plant and transport milk to city by train. There is a zone of 
indeterminateness from.150 to 180 miles in which milk may be hauled 
either by tank car or by railroad. 


These distances would vary from market to market depending upon 
topography, state of roads, density of supply, relative costs of diiter- 
ent methods of transportation, etc. 


Transportation rates are commonly set on the basis of zones, 
under which rates, instead of increasing directly in proportion to dis- 
tance, increase in a series of steps as is shown in Figure 7. 


2. Complementary Services. Trensportation’ rates usually include 
some elements of cost other than mere hauling. Milk has to be loaded 
and unloaded, iced or refrigerated. Tuese are usually more or less fixed 
costs and. do not vary with the length of haul: Thus the longer the dis- 
tance hauled the lower these costs become per mile, resulting in a tend- 
ency for transportation rates per unit to decline as distance increases. 


There is somewhat greater risk in hauling milk than in hauling 
butter -- milk hos to be handled with more care and speed. For this 
reason a particular transportation agency may charge a higher rate for 
hauling an equal volume or weight of fluid milk than for butter or evap- 
orated milk. 


%. Rute Schedules. Many transportation agencies, especially 
railroads, do not arrange their rate schedules by miles, but by zones. 
It is thus possible that the rate will be the same on milk hauled 101 
miles and 120 miles. 


4. Topography of Country. Transportation costs per mile are 
usually somewhat higher in mountsinous and hilly country than in flat, 
level country. This is due to the fact that more fuel is consumed, 
fuel costs are themselves high, there is more strain on vehicles and 
speed is greatly reduced. The condition of the roads is also important. 
Narrow, winding roads greatly reduce the speed of trucks and to a certain 
extent regulate the type of trucks that can be used. . 


5. Vulume of Milk. ‘uere dairies are small an@ scattered, tho 
costs of collecting milk are considerably higher than there production 
is more concentrated. Frequent steps to pick up small quantities of 
milk and a long distance between stops materially increase hauling costs. 


ailroads usually charge cifferent rates, depending upon whether the 
commodity is hauled in carlot or less than carlot units. 


6. Labor Conditions. An important part of hauling costs is 
the expenditure for truck drivers and mechanics. Iii cities where labor 
is cheap, rates may be somewhat lower than where wages are high. 


“s Gesoline and Trucks. The prices of gasoline, oil, trucks 
and spare parts vary considerably in different parts of the country. 
Tnis may have a material influence on hauling costs in different local- 
itics. 


8. Control of Hauling. In some markets, all transportation is 
handled by one agency or by not more than two or three agencies. This 
reduces overlapping of routes to a minimum and should result in lower 
unit operating costs. In other markets, each producer or each distribu- 
tor undertakes to make his own hauling arrangements. In such markets, 

a great deal of overlapping may oceur. Hfficient use is not made of 
transportation facilities, and consequently rates will tend to be hisher 
than where there is centralized control of hauling. 


The foregoing serves to indicate some of the factors that affect 
the transportation rate structure for milk. 
HE, The price structure as affected by the type of sanitation 
regulations. 


Some of the factors that must be taken into account. in de- 
termining how sanitation requirements affect the price structure for 
milk in different milk sheds and for a particular shed are as follows: 


(1) The sanitation regulations in force in the milk shed. 
sanitation regulations are much more stringent in some markets than in 
others. There is, thercfore, no possibility of developing a generally 
applicable cost figure which could be applied to the price structure for 
milk within a particular market and used in the practical determination 
of milk prices within a4 particular milk shed. 


(2) "The cost of mscting sanitation regulations, even though 
the regulations are the same in some markcts as in others, may be wide- 
ly different. Labor and material prices may vary materially between 
different markets, so that, even though the regulatious may be exactly 
the same betueen particular markets, the cost of meeting the sanitary 
regulations may vary materially. 


(3) In addition, health and senitation regulations may be 
of sucn nature as to permit only those producers located relatively near 
the market to qualify as fluid milk producers. For example, the imposition 
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of a regulation requiring that fluid milk shall be delivered to the con- 
sumer within a given number of hours from the time it is praduced would 
automatically set a maximum distance over which milk could be trans- 
ported and might reduce materially the area from which fluid milk. could 
be shipped to the market. In this case the price for fluid milk would 
increase until consumption was reduced, or until production within the 
area was increased, or both, to the point. where the market would. just 
use the milk produced within the new zone. This, Ol courses, would in- 
crease the price spread between fluid milk and the product equivalent of 
milk used in other dairy products f.o.b. the market, and would increase 
the farm prices of fluid milk relative to the farm price of milk used in 
the production of other dairy products. 


Also, sanitation regulations may not increase the costs of meeting 
the sanitatian regulations by the seme amount per unit of product on all 
farms. Some farms are better equipped than others. and hence have smaller 
additional expenditures to meet requirements. Large dairies can ordinar- 
ily utilize equipment more economically and, therefore, their cost per 
unit for milk houses, cooling equipment and other outlays commonly 
required by health and sanitation regulations is lower. Such dairies 
have their competitive position improved by the raising of inspection 
requirements and may increase their production. Others may tend to shift 
to cream, or butter production, rather than make the additional outlays 
necessary. Depending upon these effects on supply, zones from which the 
various products are shipped to the market may be either enlarged or 
reduced by the imposition of or changes in the sanitation regulations. 


While this discussion ofthe price structure has peen developed 
entirely in terms of transportation costs and costs: of meeting health and 
sanitation requirements, it should be apparent that variations in costs 
resulting from other. causes will work out in practically the same manner. 
The important distinction is between the effects on the price structure 
of those costs which vary with distance from market, as does transporta- 
tion, and costs which are likely to be rather uniform regardless of 
distance from the city. The. influence of each of these types upon the 
price structure for milk is illustrated in a general manner by this 
analysis of transportation costs and costs of meeting health and sanita- 
tion regulations. 


Variations between farms, such as those due to available equip- 
ment, type and ‘condition of herds, type of land, labor supply and even 
personal preferences, will partially determine which farmers will 
produce milk for the various uses. ilso the relative significance of 
these latter factors becomes greater as Class differentials become 
smaller near the boundaries of zones. Therefore, their principal effect 
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is to cause. the boundaries between the. areas in which the several classes 
are produced to be less clearly defined than would ‘be indicated — 
simplified example set forth in the analysis. 


7. Also, there are higher ‘sanitation regulations or ‘fluid mie 
than for cream in some markets. This operates to establish ‘higher 
supply-prices for milk produced for use as fluid milk than far a Pie 
duced for use as fluid cream. ; 


THe foregoing gerves to indicate in a general way the manner in. 
which, sanitation regulations afféct the price structure for milk within 
a milk shed, and how differences in t.¢ sanitation’ regulations ne affect 
the price structure in different milk ia 


2 The , price structure; ¢ decentralized processing - uniform 
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quality requirements — - variations in production. 


The manner in which the transportation rate’ structure and. sanita- 
tion regulations affect the price’ structure for milk: within a milk shed 
has been set forth in some detail in the preceding pages. In order to. 
approach more nearly the price structure for milk as it actually exists 
‘in many milk markets consideration will be given to the price structure 
under the conditions that prevail when the assumption that there is no 
variation in production is drnapped. . 


There are marked variations in the production of milk, which are 
perhaps most easily classified on the basis of time periods, such as day 
to day, week to week, year to year, and long time variations. There is 
some day to day variation in production, al though this type of variation 
is undoubtedly negligible. The seasonal variatiion that takes place in 
_ milk production within most milk sheds 6/ is marked, production in the - 
fall and winter months ususlly being much less than production in the 
Spring and summer months. ‘Yhis type of variation is due largely to such 
factors as (1) the greater supply of succulent feéd available during the 
Pasture season, (2) time of freshening of cows, (3) inclement weather 
during the winter months, etc, In some areas, the_geasonal: variation. 
.in production is much more extreme than in others ay hearepene within the 
same area, production often shows ae mre marked seasonal variation in 
some regions than others within the area. . ve 


Year to ee changes in production are due to such factors as 
(1) differences in feed production cohditinns that sre associated gen- 
erally with differences in weather and growing conditions, (2) shifts 
into and nut of the dairy business due to changes’ in the relative 
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6/ Ross, H. A., Cornell University, ‘Agri. Exp. Station Bulletin No.527; 
also based on production data secured with respect to the markets 
Operating under Federal milk licenses. 

as Based on production data secured with respect ta the markets oper- 
ating under Federal milk licenses. 


srofitableness of milk preducticn as compared to other types of agricul- 
tural, pyvoduction, (3) other factors that may operate intermittently, 
such as the imposition of a sanitary regulation to the effect that all 
milk sold in the market as fluid milk and cream must come from cows free 
from tuberculosis, which may operate to cause a inarked decrease in the 
number of milk cows within the area, reduce production within the area 
quite markedly for a short period, and necessitate a temporary increase 
in the size of the milk shed. 

Gyelical and long-time changes in production are probably aAsS?-. 
ciated with long time trends in demand, .such.as changes jn.the consuming 
habits of the people, the ebb and flow of pepula*ion in urban centers 
and other factors such as’ changing opportunity cost relationships. and 
type of farm organization and operation which set the limits of expan- 
sion of production within a given area, etc. 


Seasonal variation is one of the most iiportant types of varia- 
tion in production. For purposes of presentation, therefore, the 
manner in which seasonal: variation in production affects the price 
structure for milk within 5s milk shed is considered, with aly other 
types of variation in production noted above held constant. ae 


For most milk markets the volume of milk sold to consumers. as 
fluid milk and cream varies somewhat from season to season, hut the pro- 
duction of milk varies much more seasonally. Thus, during the period of 
low production, the production of milk within a milk shed may be just 
sufficient tn meet market requirements (an amount about ten percent in 
excess of average daily sales), while during the season of flush produc - 
tion the volume of milk produced within the milk shed is usually far in 


excess of market requirements. 


For purposes of presentation, it is assumed that (1) during the 
period of low production the volume of production within the 100-mile 
zone (see Figure 5) is:equal to market requirements for fluid milk, 
(2) the sanitation regulations are the sane for all milk regardless 
of the form in which it is seld, (3) production varies seasonally, 

(4) there is no difference between the seasonal production curves of 
individual producers, and (5) there are no variations in consumption 
cther than daily. Under these conditions, there are several lines of 
procedure which distributors might follow with respect to purchasing 
milk from producers, such as (1) expanding and contracting the area 
from which milk is secured inversely to tne expansion and contraction 
of milk production, (2) taxing all the supply of milk produced within 
a given area (wherein the supply during the period of low production 
is just sufficient to meet the market requirements for fluid milk) 


8/ For ease in presentation, the examples used to explain certain 
points are stated in terms of fluid milk only throughout the 
remainder of this paper. The same treatment is applicable ng 
a general way to other dairy products. 
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and paying producers prices low enough to enable distributors to secure a 
high enough margin on fluid milk to cover the lesses incurred in hand- — 
ling manufacturing milk during the peried when supplies are larger than 
fluid requirements, or (3) purchasing milk from producers under a price 
arrangement which encourages producers to produce an even volume of milk 
throughout the year. 


If distributors elected to secure their market requirements for 
fluid milk by contracting and expanding the area from which they draw 
their supplies inversely to the seasonal variation in production, 
refusing to take the preduction of distant shippers during the season of 
lew production, the zones from which fluid milk would be drawn at differ- 
ent periods of. the year would show marked difference from that shown in 
Figure 5. If, during the period of low production the volume ef milk 
preduced in the area within 100 miles of the market were sufficient to 
meet fluid requirements, the volume of milk produced within this zone 
weuld be far in excess of fluid requirements during the pericd of heavy 
production. For example, if the volume of milk produced during the 
peak production period were 40 percent above that produced in the lew 
production peried, the milk shed would be markedly contracted, about 40 
percent in area if the density of production were constant throughout 
the area, but more than this if, as is often the case, the density ef 
milk production declines as distance from market increases. 


Assuming that the price of milk during the low preduction period 
were $2.05 f.9.b. city, and the farm price structure the same as that 
indicated in Figure 5, the f.o.b. market price during the period of 
high production would be less than the f.o.b. market price during the 
season of law production by an-amount equal to the saving in trans- 
portation costs involvad in securing the supply of milk closer to the 
market during the flush period, and would vary between these limits 
during the year, depending upon the extent of the area wherein the vol- 
ume produced was needed to meet fluid requirements. The farm prices 
would vary in the same manner, being equal to f.o.b. market prices less 
the cost of transporting milk to the city. 


There ‘are several factors, however, that aperate to cause dis- 
tributnrs to secure their milk from the same area throughout the 
year, rather than expanding and contracting the geographical scope 
of their operations to secure only that milk needed to meet fluid 
milk requirements. It is a matter of grave concern to the distributor 
that he be assured of a volume of milk sufficient to méet his market 
needs. Therefore, the risk involved in dropping a source ¢f supply 
during the season of flush production, when it is practically certain 
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that that source will be needed during the season of low production, is | 


a factor operating to check such action, since the distributor can 

never be certain that some competitor will not immediately furnish the 

shippers he dropped with an outlet for their milk, thereby forcing him . 
to seok even mere distant sources nf supply during the seasen of low 

production. 


s connection is that related 


Another factor of importance in thi 
compared 


to the costs of procuring milk from a rather constant area, as 
to the cost of procuring milk from an area that varies markedly through- 
out the year both in geographical extent, and the numfer of individual 
sources of the raw material. It undoubtedly costs less to procure milk 
from an area that stays rather constant with respect to geographical 
extent and number of producers, than from an area that varies markedly 
throughout the year in geographical extent and number of producers. 
Some of the savings are: (1) there are fewer field men needed to con- 
tact producers and secure their patronage, (2) bookkeeping and orfice 
expense is lower due to the fewer number of producers for whom accounts 
must be kept, statements must be prepared, and to whom payments must be 
made, (3) fewer laboratory tests have to be made, resulting in savings 
in laboratory technician lator costs, laboratory supplies, etc., (4) 
fewer individual containers have to be handled, involving savings in 
receiving labor, can washing, and sampling, and (5) there is less cost | 
involved in furnishing various services to producers. It appears, 
then, that distributors can afford to pay producers a premium far even- 
ness of production, so that they may, through the payment of such 
premium, secure the volume of milk needed by them to meet theiyats win 
milk requirements from an aréa smaller in extent geographically, and in 
numbers of individual sources of supply, rather than securing their 
supply from an area that contracts and expands markedly as production 
decreases and increases seasonally. The amount of the premium distrib- 
uters can afford to pay in this connection is the difference in the 
costs of procuring their milk supply from an area that remains practi- 
cally constant in geographical extent and in number ef individual 
sources of supply, and the cost of procuring milk from an area that 
varies markedly in geographical extent and the number of producers 


from whom milk is purchased, 


There is another factor that exerts a tendency to cause the dis- 
tributor to pay producers a premium for evenness in production. It has 
been prinved out previously that a volume of milk perhaps 10 percent in 
excess of average daily sales must be brought to market to meet daily 
Variations in the volume of milk sold to consumers as fluid miik. In 
order tn handle this volume of excess milk, which might be termed the 
daily operating reserve, the distributor has to integrate a by-product 
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enterprise with the main enterprise, or find seme other channel of dis- 
posal. However, as far as this operating reserve is concerned, it is 
ef such constant volume?/ that efficient msthods of disposal as manu- ‘ 
factured preducts can be develeped.. It is the marked variation in the 
seasonal excess and the difficulty of handling it efficiently that is 
en important factor in leading distributors to endeavor tn secure a 
more even volume ef supplies. This arises hecause more efficient 
methods of handling the excess can be developed when the supply is con- 
Stant than when it varies markedly. Thus, during the seasen of flush 
production the distributor has to convert te other uses, cr someone 
else does it in his stead, a volume of milk that may be severel times 
a8 great as the velume sn converted during the season ef low producticn. 
This may be demonstrated by reference to some assumed figures, as ; 
follows: 


1. The volume ef milk seld daily as fluid milk throughcut the 
year is 10,000 pounds. 


&. The volume of milk brought to market is 11,9CO peunda (10 
percent of average daily. sales needed to. meet daily variations in fluid 
milk sales) in the season of low production and 14,000 pounds during 
the season of flush production. 


The volume of milk that is diverted te uses other than fluid 
milk is therefors 1,A00 pounds per day. during the season of low produc- 
tion and is 4,000 pounds per day during the flush pericd, or 3,00¢ 
pounds greater than during the low peried. This is entirely a seasonal 
excess (3,C0O0 pounds of the 4,000) and vepresents an increase in the 
output of products other than fluid milk of 300 percent, Of course, 
under actual conditions, the increase in the volume of milk diverted te 
uses ether than fluid during the flush seasen will be dependent upon 
the actual seasonal variatien in production, which will, in seme cases, 
re greater, and in other cases less, than indicated in the above 
example-, , 


The seasonal excess in production therefore raises sericus 
questions as to hew it may be handled efficiently. It undcubtedly 
costs far more te handle a volume of excess milk that fluctuates 
markedly from season to season, as does a seascnel excess, than it 
cests to handle a volume of excess milk that remains rather constant 
from season to season. This is due to the fact that equipment, and 
in many cases lahor, must be available to handle a peak load far in 
excess af the load during the perisd of lew preduction when only 4 
Smell velume of milk, equal to about 10 percent of average daily sales,: 
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9/ fssumed, but practically all available data indicate: that it is 
actually quite constant. 
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is converted to uses other than fluid milk. The distributor, therefore, 
can afford to pay a premium for evenness of production in‘additicn to 
that already noted, the size of the premium being apprceximately equal 
to the difference in costs involved in handling a constant volume of 
excess (the operating reserve) as compared to handling a widely fluc- 
tuating volume of excess milk (the seasonal excess). 


The foregoing indicates that distributors are able to pay a 
‘premium for evenness in production. It appears thet it would be a 
matter of indifference to distributors whether they paid a given sum 
of money, including premiums for evehness of supply, to secure a Ppar- 
ticular volume ef milk, or paid a sum of money about equal to the former 
for a similar volume ef milk, the latter sum, however, being paid partly 
to producers delivering an uneven volume of milk, and partly for extra 
costs involved in procuring milk from an irregular area. In the former 
case, the farmer gets a higher percentage of the tetal velume of money 
expended for milk purchases and eperating costs by the distributor than 
in the latter case, but total costs to the distributor remain about the 
same. It is probable that it is a matter of indifference to distribu- 
tors whether they pay out a given sum of money in the one manner or the 
ether, If distributors elect to secure their milk supply withcut pay- 
ing producers a premium for evenness in production, it is evident that 
the seasonal variation in producers' prices would be quite marked. 


It is, obviously, more econemical to secure milk that is to be 
sold as fluid milk frem sources near the market and to process the 
seasonal excess into milk preducts other than fluid milk at points 
outside the area wherein preduction is just necessary to meet igh eM 
requirements, since the east of transporting the fluid milk equivalent 
of manufactured dairy products from any given point is much greater 
than transporting such products to market in finished form. Of course, 
the extent cf the saving will depend upon the size ef the area and the 
like. Thus, during the period of flush preduction, fluid milk would 
be drawn from a point much nearer to market (depending upon the 
seasonality in production and relative density ef production through- 
out the area) than during the season of low preductian. F.o.b. markét 
prices for fluid milk during the year would vary directly with differ- 
ences in costs of transporting milk from different prints within the 
area. Thus, if milk is transported only 50 miles during the flush 
periad and 100 miles during the low period, f.o.h. market prices, 
assuming transportation costs of 1 cent per hundredweight per mile, 
would vary within a 50-cent range during the year, being 50 cents 
higher during the period of lew production than in the peried «f high 
production. Farm prives would vary in the same manner, being equal 
te f.o.b. market prices less transportatien costs. 
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If, however, milk is brought to the market in fluid form and is 
then diverted to more concentrated forms such as cream, evaporated a 
milk and butter, the product equivalent of such milk will sell at e.- 
prices f.o.b. the market equal to the price at which the product can 
be shipped to the market from distant areas. Thus, if the butter 
equivalent of milk can be breught to the market from distant sources 
for 81.00 f.o.b. the market (farm price plus transpertation costs on 
the butter equivalent of 100 pounds of milk), the butter equivalent of 
milk brought to the city in fluid form will sell for only $1.00 f.c.b. 
the market. The farm price of such milk would he materially less than 
S1.0C per hundredweight. For example, if milk is shipped 50 miles and 
transportation costs are 1 cent per hundredweight per mile, the cost 
ef transporting a nundredweight of such milk is 50 cents. If, the 
product equivalent ef such milk sells for 51,0C f.o.bh. the market, 
then the farm price of such milk would: be 50 cents. Of course,.if 
such milk is shipped any great distance as fluid milk, the product 
equivalent f.o.b. the market may not sell for enough to mere than 
cover transportation costs fram the farm to the market. Therefore, if 
milk is shipped to the market in fluid. form for any appreciable dis- 
tance and then converted to more concentrated products, farm prices 
for fluid milk are decreased appreciably. Under these conditions the 
seasonal variation of prices paid producers would be much more pro- 
nounced than that obtaining under the conditions treated previcusly. 


G. The price structure, decentralized processing, special | qual- 
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Ove Fequirements for aoe - variations in production. 

The seasonal variation in ee to cyeattiler would be even 
more marked than under the conditions treated previously if there were 
higher quality requirements for milk produeed for use as fluid milk 
than for milk produced for use in other products. 


This can be demonstrated quite readily by reference to the 
following example wherein it is. assumed that (1) distributors bring to 
the market only that milk needed to meet their fluid requirements, 
which are assumed to be constant; (2) the area from which the fluid 
milk is drawn is contracted and expanded inversely to the seasonal 
variation in production; (3) distributors contract with preducers te 
take their inilk only for the periods wherein it is needed (obviously, 
under this sort of an arrangement. the milk cf some producers would 
ke used as fluid milk all of the time while that af others would he 
so used at only certain specified seasons in the year); (4) the cost 
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» of mecting sanitation requirements; if all milk were sold as fluid 
milk during the year, would be 20 cents per hundredweight per pro- 
ducer; {5) the alternative farm value of milk sold for any other pur- 

‘ pose is $1.00 per hundredweight; (6) transportation costs vary uniform- 

ly with distance, at one cent per hundredweight per mile; (7) during 

the season when the milk of producers in outlying areas is not needed 
for fluid milk uses, there are plants available for manufacturing it 
into other dairy products. 


Under these circumstances the total yearly cost of meeting 
fluid milk requirements for outlying producers, or, rather, for those 
producers who sell their milk as fluid milk for a short period during 
the year, would have to be covered in a much higher farm prjgy tor 
the months during which they sell their milk as fluid milk.—4 Under 
these assumptions, a producer selling his milk as fiuid milk during 
the entire year would incur only 20 cents per hundredweight addition- 
al expense for meeting sanitation regulations, On the other hand, the 
producers who sold milk as fluid milk one month of the year would incur 
equal expenses over the entire year, or approximately twelve times as 
great per unit for the month during which such milk is sold as fluid 
milk. Thus, during the season of low production the farm price must 
be sufficient to cover, during one month, the entire cost of meeting 
sanitation regulations for the entire year, which, in the assumed case, 
would amount to approximately #2.40 per hundredwoight above the altcrna- 
tive use valuc for milk at the farm, The operation of this factor is 
depicted graphically in Figure 8. a 


Under these assumptions the f.o.b. city price (farm price plus 
transportation costs) ranges from $2.20 per hundredweight during the 


month of high production to $4.95 per nundredweight during the month of 


| $2.90 per hundredweight. If, however, production within the area within 
100 miles of the market (sce Figure 8) were uniform from month to month 
at a level equal to production during the month of high production 
obtaining in the example set forth above, the f.0o.b. market price through- 
out the year would be $2.20 per hundredweight as compared to the weighted 
average price of $2.90 per hundredweight prevailing under the conditions 
as set forth in the previous example. If, therefore, the distributor 
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10/ Of course, part of the éxpenses of producing milk in conformance 
>» with the sanitation regulations is fixed, and part of them is vari- 
able, This introduces an additional complexity, and probably oper- 
ates to change the seasonal price curve from that set forth in this 
analysis. However, it does not appear necessary to develop this 
point further for the purposes of this paper. 
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could procure his milk supply. from producers who produce a constant 
volume of milk throughout the year, it is to his best interest to do so, 
Since he could eres milk supply for less total cost then would be 
the case otherwise. 


It should be noted that the marked seasonal variation ih prides, 
which in any particular market would be different from that set forth 
above, depending upon the degree to which conditions in the market and 
the supply area vary from those assumed in the example, would in time 
be partially corrected by producers within the area changing their sea- 
sonal output curves in order to sell a larger volume of milk during the 
period when prices are seasonally high. However, it would be greatly 
to the advantage of some producers to shift their seasonal cutput 
Curves, and little if any to others, depending upon the type of farm 
organization and operation followed by cach. 


It has already been indicated that distributors can afford to pay 
producers in such a manner that evenness in production is encouraged, 
due to the economies in procurement costs in securing milk from an area 
that is rather constant gecgraphically and in number of individual 
sources of supply rather than an area that varies markedly in geograph- 
ical extent and in the number of individual sources of supply. Also, 
it has been indicated thet the economies involved in handling a minimum 
and rather constant volume of excess milk furnish an incentive for dis- 
tributors to pay producers in such a manner that evenness in production 
is encouraged, in addition to the incentive noted above. 


Heretofore it has been assumed, for purposes of analysis, that 
there is no difference between the seasonal production curves of in- 
dividual producers, This assumption is now discarded and the analysis 
focused upon conditions more nearly in accordance with those that pre 
It is well recognized that there are marked 
differences between the seasonal production curves of different groups 
of producers as well as individual producers. 12 Thus, in any parti-~ 
cular milk market there are many producers who produce milk practically 
in accordance with fluid milk needs, while others do not. 


vail in actual markets. 


1/ For purposes of presentation and GOpU RS Bas this example has been 
exaggerated. 
liz/ Lininger, F. F., Pennsylvania State College, Agricultural Experiment 
Station Bulletin No. 231, also based on unpublished data in the files 
of the Dairy Section. 
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A brief consideration of the types of distributors and pro- 
cessors Operating within any particular milk shed will now be given 
in order to bring into the analysis the conditions which, taken in 
conjunction with those set forth in the two preceding paragraphs and 
in Part III of this paper, suffice to explain why milk suitable for 
consumption as fluid milk is brought to market, one part of which 
sells for one price, another part for another; £tC., In short, pie 
development of a system of class prices. | 


In almost any milk market (except as is the case in those small 

' villages and towns where practically all of the milk is distributed 

by producers) where the economy of the market has developed to the 

point that distributors have become specialized, different degrees 

of specialization obtain between distributors. Some distributors 

sell only fluid milk and/or cream, others sell only fluid milk and/or 
cream and a relatively small volume of manufactured by-products (butter, 
cheese, ice cream, etc.) and still others sell some fluid milk and cream 
and sell a relatively large volume of manufactured dairy products. 
Within the same area, other processors produce and sell manufactured 
dairy products entirely. In other words, all degrees of enterprise 
combinations are to be found, ranging from the highly specialized 

fluid milk distributor to the relatively as highly specialized manu- 
facturer of manufactured dairy products. The reason for such special- 
ization is, obviously, that the economies in organization and opera- | 
tion gained through specialization are quite marked. This point needs 
no further proof than that evident to anyone who observes the present 
organization and operation ef industry, both agricultural and .con-agri- 


cultural. 


Under the above conditions, it may appear that it is to the in- 
terest of all fluid milk distributors and all processors of manufactured 
dairy products within a particular area to pay producers in such a manner 
that evenness in production is encouraged rather than for specialized 
fluid milk distributors to do this alone, This is true to a certain ex- 
tent. However, milk is bulky and perishable and the storage of milk is 
not economically feasible. On the other. hand, manufactured dairy prod- 
ucts can be and are stored for relatively long intervals. Thus, manu- 
factured dairy products are produced in largest volume during the spring 
and summer months and are stored until they are moved into consumption. 
This tends to even out the seasonal variation in the prices of manu- 
factured dairy products. Under these conditions the premium that could 
be paid producers of milk for use in manufactured dairy products to en- 
courage evenness in supply would be equal to the cost of storage from 
the flush production period until the product moves into consumption and 
the savings realized in manufacturing costs when the volume of product 
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produced throughout the year is constant rather than varying. In 
addition, the supply areas of individual manufacturing plants. are, 

in most cases, much smaller than the supply areas of individual. . 
fluid milk plants so that transportation costs do not affect. farm 
prices seasonally to as great an extent as is the case with fluid 
milk.’ Also, there arc, in many cases, few sanitation requirements 
with respect to the production, care and handling of milk produced 
for use in the production of manufactured dairy products; and, in 
those cases where there are sanitation requirements with respect to 
such milk, they are rarely, if ever, of such nature that. farm pro- 
duction costs are increased markedly. Thus, sanitation requirements 
for milk produced for use in tho production of manufactured products 
do not operate to increase the seasonal variation in the price of 
such milk to any appreciable degree, eertainly, in any case, to a 
much lesser extent than in the case of milk produced for use as fluid 
milk. These considerations suffice to explain in a large measure, why 
. pricing systems printed to encouraging evenness in production have 
not developed with respect to milk produced for use in the production 
of manufactured dairy products. 


In view of the foregoing, it appears that there is a wide 
range in the incentive of diffexent types of distributors to pay pro- 
ducers in a manner that encourages evenness in production. For spe- 
cialized fluid milk distributors this incentive is quite strong and 
diminishes in strength in relation to the diminution in the degree of 
specialization of distributors until, in the case of manufacturers of 
manufactured dairy products, there is little incentive to purchase 
milk from producers for evenness so that cvenness in production is 
encouraged. Under these conditions fluid milk distributors will com- 
pete with each other to secure the patronage of those producers who 
produce a rather constant volume of milk throughout the year so that 
these producers beeome associated with specialized fluid milk dis- 
tributors. Further, producers who produce a more variable volume 
of milk will becnme asshciated with less specialized distributors. 
Stated in other terms, when producers are classified on the basis 
of their relative seasonality of production, they will tend to be- 
come directly associated with distributors in accordance with the 
relation between the relative constancy of production of different 
classes of producers and the relative strength of the ineentive of 
different classes of distributors to secure an even volume of sup- 
ply of the raw material. Thus, within a milk shed different pro- 
ducers will receive different prices for milk, such differences, 
after adjustments for location differences, being due to relative 
differences in the seasonal variation of production of different 
producers. Under these circumstances and providing economic forces 
have time to work out their full effects, producers who produce a 
relatively constant volume of milk througheut the year will receive 
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higher prices than those producers who produce a relatively more 
variable volume of milk throughout the year. Furthermore, the 
producers who produce a relatively constant volume of milk through- 
out the year will tend to be associated with highly specialized. 
fluid milk distributors (highly specialized in the sense that 

the operating unit is engaged almost entirely in the distribution - 
of fluid milk), while those who produce a relatively more variable 
quantity will be associated with distributors who are less highly 
specialized (in the sense noted above). 


s 


Heretofore,. no seasonal variation in cae oy or fluid - 
milk has been assumed. The next step in the analysis is to examine 
how (1) various factors eperate to establish retail prices for fluid 
milk at a practically uniform level throughout the year and, swith 
small seasonal variation in demand, lead to the development of the 


seasonal excess, and (2) the manner in which, the bargaining arrange 


ments between producers and distributors affect the Bite structure 
for milk within a milk shed. ; 


‘PART Tit 


The Utilization of Milk in @ Market as’ Influenced 
‘by the 
Nature of the Demand for Milk. 


Heretofore the analysis has been developed on the assumption that 

there were no variations in the amount of milk sold as fluid milk in the 
, market ‘from day to day and season to season, hence, granting seasonal 
variation in production, it followed that, during the period of the year 
when production exceeded consumption, a portion of the milk produced for 
use as fluid milk in a particular area had to te diverted to uses other 
than fluid milk. This assumption is now dropped, and the analysis is 
focussed upon the determination of (1) whether there are variations in 
the volume of milk sold in the market from day to day and season to 
season, (2) the factors that account for such variations, if any, and 
(3) whether such variations are or normally may be expected to be of 
sufficient amplitude to keep the total volume of milk sold as fluid milk 
in the market equal to the volume of milk produced for use as fluid milk 
in the area supplying the market. A solution of the problems noted 
above is to be found largely in a consideration of the nature of the de- 
mand for fluid milk and the manner in which milk is distributed to con- 
sumers,. 


When considered in light of the usual supply and demand analysis 
of the factors affecting the price of any particular commodity, it might 
be expected that retail milk prices to consumers would be adjusted or 
changed from day to day and week to week as changes took place in the 
Supply and demand situation. Stated differently, if, on a particular 
day of the week or during any particular week, milk supplies increased or 
decreased, it might be expected that retail’ milk prices (assuming no 
Change in demand) would vary inversely to the changes in supplies, 
especially in view of the fact that milk is a highly perishable product 
and cannot be stored advantageously. . 


As far as actual supply and demand conditions are concerned, there 
are relatively large day to day variations in demand 13/ ona relatively 
small day to day variations in supply. Under these circumstances, it 
might appear that there would be marked variation in the retail price of 
milk from day to day, However, it is probable that this pricing proced- 


* ure would necessitate a type of market organization or mechanism whereby 
. Duyers and sellers would meet, or through whieh buyers!’ day to day demand 
Schedules and sellers: day to day schedules of reservation prices would 
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13/ This point is developed in more detail later, 
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be made known and would operate to adjust prices in accordance with the 
day to day supply and demand situations This type of market organiza- 
tion or mechanism would be somewhat malogous to the present produce 
exchanges. However, such procedure would be markedly different from 
the present procedure through which day to day retail prices not only of 
milk but of many other products are established. 


Milk is generally distributed to consumers early in the morning, 
and numerous milk routes are necessary in order that customers be 
reached. A driver on a milk wagon cannot ascertain what the demand for 
milk will be on his route until he has completed deliveries, Thus, as a 
practical matter, it is impossible for him to adjust his prices egy 
accordance with the demand situation as he finds it. The same consider- 
ations apply to the distributive enterprise as nm whole. If the demand 
schedules of consumers on each milk route, and the aggregate demand 
schedules of consumers purchasing from each distributor and for the mar- 
ket as a whole, were known and accurately predictable from day to day, 
then the dealer could: (in theory) quote prices each day on the basis of 
day to day changes in the day to day supply and demand situation. As a 
practical matter this procedure would be extremely unworkable. The 
highly technical nature of the analysis that would be necessary if such 
Procedure were to be followed, the cost of such precise analysis (which 
would probably have to be detailed cnough’ to allow the determination 
and forecasting of the demand schedules on many, if not add. mae 
routes), and the partially indeterminate nature of the pastes secured 
would preclude following the procedure outlined. The only practical 
procedure is for the distributor to quote prices for a longer period of 
time, rether than to quote prices daily. This is the procedure dis- 
tributors actually follow and, under these circumstances, day to day 
variations in the demand for fluid milk (day to day variation in 
supplies mayne negligible) are manifest in variations in day to day 
purchases by consumers at e constant price, rather than being manifest 
in day te day variations in price. 


It may appear, when weekly and monthly periods are considered, 
that retail prices would change in response to weekly and monthly 
changes in the supply and demand situation. However, retail prices 
remain constant for relatively long periodss (See Table 1.) The 
reasons for retail prices remaining constant for relatively long 
periods of time, rather than being reduced so that the seasonal 
increase in the volume of milk produced for use as fluid milk which 
takes place during the summer months in most milk merket supply areas 
is moved into consumption as fluid milk, will now be éxamined. The 
explanation of practically constant retail prices of fluid milk is to 
be found mainly in the nature of consumer's response to changes in 
prices and, arising mainly therefrom, the sales and price ae 
followed Ly distributors, 


14/ “This is not to say that supplies do not chnnge from day to day, 
Since there is n trend in daily supplies that is seasonal in 
character. However, this trend is small when considered on a 
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Table 2. Number of periods during which 
retail price of milk remained 
unchanged for a year or more 
in principal milk marxets. 


et 2 ae See on ee Sey TT Wrarcentacemmich 
Period during which price remained unchanged: the period dur- 
Mee I ee SRE aie al TRAE vies’: PURE which price 
: pay a a raed ag ee . :remained con- 
Market DS 2925-56 (3 67-45 2 Over “48 2° Period otany LOP. 4 
: months: months: months : months : years :vyear or more is 
; : : : covered :of total months 
Le Fe ET MONI BY) t Um (UPON enon eee 
New York : bg Pe 2 ; : ai § 1909-4L * 46.4 


Boston : ; ik, : : POO7=5E 3 LI3d 


Pii@edelphiay-' TT see: i MySoRee 67.7 


fae) 


Chicago : yw ; Ne 


(= 


1907-31 ; ree 
Baltimore SNCOORY O4 : 1 : 1909-33 ; 6125 
Washington 4 , alee . : 1909-31 ; Siar 
Minneanvolis 4 i : 1909-30 3008 
St. Paul : 2 ; 1 ; : VOT4=30 :; 28.2 
St. Louis Pat iietk! ab : 1 : 1909-31 : 52.2 . 
Atlanta oye ft : 1907-31: 40.3 
Omaha Bi ; : 1909-31: Pee 
Denver ' 2 a: x ' 1909-31 AlL.7 


Los Angeles ; Gy2% ; 1 : uf ¢ 1909-31 ; 64.9 


° ‘ ° 
cere err wew mv einer oepeseanerenneney Cicer Sein eA tebe Ly sone ReaONRADSNeE EE LONI YET Aes PARNER Ce! AER A! AE NOS LAER RERRP WOR hH, FONTS ERNE, <r: eA ae SUNN RRErNRNETR mary mee ek. yencn REI NOC AAN SORE me INR mS eer 


Based on data secured from reports of the Bureau of Labor Statistics, United 
States Department of Labor. 
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Statistical investigations have in general indicated thet the 
demand for fluid milk by consumers is very inelastic; that is, thet 
the change in the quantities of milk taken, following increases or 
decreases in price, is relatively very small. Two published studies 15/ 
for ths Chicngo and New York markets indicste that, during the period 
covered by the studies, when consumers recognized the necessity for 
changes in the reteil price of milk, = one cent change in the retail 
price of milk per quart hed a very slight immediate effect on sales 
and this effect was considers bly diminished after five or six weeks. 


Evidence relative to ths influence of price changes upon milk 
sales has been obtained from an examination of the milk sales by dis- 
tributors purchasing from cooperative associrtions. in Beltimore, Mary- 
land, Boston, Mass chusetts, and the Twin Cities, Minnesota. In these 
cities the coopsrative associations heve a considerable shere of the 
business of the market and changes in their sales -re no doubt repre- 
sentative of the merket as x whole. These date wers anclyzed by com— 
paring the sales in the calend:r month preceding the price change with 
the sales in the calendar month following the price change, after 
edjusting for the influence of the avernge seasonal variation in sales. 
Indexes of seasonal variation were calculated by the median-link- 
relative method, omitting the months in which price changes occurred. 
The compared months have been adjusted by dividing each by its ecorrc- 
Sponding seasonal index, The results of the analysis are given in 
Tables 2 to 4, 


Examination of the datr shows that usually a change in price 
results in an opposite but much smaller change in seles. In Boston, 
there were fifteen price chenges (eight decrenses end seven increases) 
during the period March 1922 to September 1631; in Baltimore there 
were only two changes, one decrease and ono increase; and in the Twin 
Cities market there were seven decrenses and three increases. Changes 
in sales in Boston were directly associated with changes in prices in 
four cases instead of being inversely associated «s would be the case 
if other conditions remained the same. These four exceptions 
followed price changes occurring in July 1927, April 1928, July 1989 
and August 1931; and there were four exceptions in the Twin Cities 
market in March 1926, November 1927, January 1931 end March 1932, 


15/ Rosa, H. A. The Marketing of Milk in the Chicsgo Dairy District, 
Ross, H. Aw Some Factors Affecting the Demand for Milk and Cream 


in the Metropoliten Ares of New York. U. S. Dept. of Agr. Tech. 
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is/ In some cuses prices changed ench month for two or more consecu+ 
tive months. In these cages, the selves in the calendar month 
preceding the price change were compared to the enolendar month 
following the last month in the series of consecutive monthly 
Price chenges, 
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Table! 3. Changes in sales of fluid’ milk 
following changes in retail prices, 
Baltimore, Maryland, September 1926 
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Month: 


September 1926 


November 1926 
Percent change 
March 1931 
May 1931 
Percent change 
Absolute aver- 


aze percent 
aneneekes 


to May 1931, 


: (30-day month: 
: peered 
21,000 gallons: 


: 1,544 : 
: 1,08 : 
: 1,431 : 
: 1,462 : 


~ Index of 
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Percent 
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ello 


Table 18 Appendix. 
Table 17 Appendix. 
Computed from Columns 1 and 2. 
Table 19 Appendix. 
Represents average of percentage changes without r 


estar 
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ad to signs. 


Table 4. Changes in sales of fluid milk following 
changes in retail prices, Boston, Massa- 
chusetts, March 1922 to September 1931. 


: Sales : 
Month : (30-day cindex ‘of :Seasonally :Retail prices, 
Vion j 
‘month > seasonal :ad justed sper quart 
isesr aya: ‘yaa cee :sales 3/ : 4/ 
SE ie kice ts Percent SMe Loe ts Cents 
March 1922 ol) eaeOMm 98.6 Be eee : ideo 
May 1922 ‘ 2208 2 9965 ; peed H Les 
Percent change ;: ae a test : ~ 7.4 
June 1922 S 2520 0a 102.8 a  BGee : 12.5 
August 1922 % 922.9 : 103.1 : eed Soe 
Percent change : : : -4.5 2 + 8.0 
March 1923 PC ue Ge Uee6 8, 8.5 ; 14.5 
May 1923 : ee. Ce Bote! ia 257 : Che 
Percent change : a 4 +1.7 : - 6.9 
June 192% : 206 x 102.8 ; 24.9 : Loe0 
September 1923 ; 250k - 100.5 : 2561 H 14,5 
Percent change : : ; hPa: : + 7.4 
October 1923 : 2548 5 100.4 $ Baew : 14.5 
May 1924 ; ouee ; 99,5 : Bded : Le 
Percent change : : +727 : -17.2 
June 1924 “ a6. 2 : 102.8 : B68 : 12 
October 1924 : 24 el : 100.4 : £40 : 14.5 
Percent change : : : ~5.9 +20.& 
February 1925 ¢ 24,6 ; 7,6 : $8.2 3 2459 
April 1925 : 25.2 : 97.42 > «68869 ‘ 13.8 
Percent chenge ;: ; : +228 : - 6.9 
April 1926 : BO .# § OT ok ¢ 2549 : L365 
June 1925 28.0 ‘ 102.8 ? B78 : 1S 
Percent change ; : > «6-4+5,.0 : ~ 3.7 
June 1925 : 28.20 : 102.8 ; O7 sk : Lo 
September 1925 : Ae 7 $ 100.5 : 2026 : 14.5 
Pereent change : : : 529 : “pita 
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Table 4. (Continued) 


(Bales ; : i 
: (30-day :Index of -Seasonally :Retail prices, 
Month , : 
smonth / :sersonal a nae sper quart , 
:basis) svarietion :sales : 
sMill. lbs: Percent Mitte User. 3 Cents 
October 192 $ 28.4 : 100.4 : 2800 : 14.5 
February 1927 : 2708 : 97.6 ‘ 28,59 : 14 
Percent change : : : 40.7 : - 34 
June 1927 oO. Rs 102.8 - pore : 14 
March 1928 : 2900 4 98.6 ; 299 : L5wd 
Percent change : : : +620 ‘ +10.7 
March 1928 5 29.5 : 98.6 : 2909 . Led 
May 1928 : 29.5 : 99,5 ‘ 2926 . 14.9 
Percent change : : : -1.0 ; ~ 6,0 
June 1928 : 2929 : 102.8 : a9el ‘ 14.5 
September 1928 : 29 04 : 100.5 a 29.2 : 1D62 
Percent change : ¢ : +0.7 ; + 6.9 
November 1930 : Nei : 10062 : 28.9 : 15.0 
March 1931 ‘ 30.2 : 98.6 : 30.6 : 12.9 
Percent change ; = : +569 : 719.4 
Siwy LOSL ; S1lie0 ‘ 106.8 : 2926 : 1205 
September 1931 4 O061 : LOO 5D $ 50,0 : 1345 
Percent change : : 41.3 : + 8,0 
Average percent~ : ; : 3 
age change </ : : : -5.8 : +11.9 
Average percents : : : - 
age change 6/ : : : +308 : - 9,5 
Absolute average ;: : : ; 
percentage 2 : : : 
change 7 : : : 4,5 : 10.2 


Table 20 Appendix. 

Table 17 Appendix. 

Computed from 1 and 2/. 

Table 21 Appendixes 

Represents averuge of percentnge increases in price thot were asso-~ 
ciated with percentrge decreases in salese 

Represents average of percentage decrenses in price thst were assow 
ci2zted with percent.ge increnses in sales. 

Represents average of percentsge chenges in price or in se les, without 
regard to signs, th.t were associated with opposite chxnges in sales 
or in trice. 
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Table 5. Changes in sales of fluid milk following changes 
in retail prices, Twin Cities, Minnesota, March 
1924 to August 1932. 


dere sinh ih Sales ;  Indexcor + ji Seasonally. .: Retail 
Month and year : 30-day-mont ; seasonal adjusted “ prices 
ae neon i : variation ef; sales: 3/ : per Hace 
~ Thousand pounds: Percent +Thousand pounds: Cents 
March, 1924 ee sige coer isc) goes : es. ts er 
May, 1924 F Oia 216) ‘ 99.5 rs 11,779 10 
Percent change : : ; ar are P - 13.0 
July, 1924 : Lier 4 98.0 ; 1 uo : LO 
September, 1924 2 TR SHAS: ; LOO. E ‘ Li e786 ; jee 
Percent change ; re : : - 2.8 3 + 10.0 
August, 1925 5 Leh a7 _ 99.1 5 12,684 ‘ Lh: 
October, lve PF 12,492 Be ee os : 12,187 : 12 
Percent change : ; : a 30: eee ae ak 
December, 1925 : : LL Ser a 98.0 o ess : i 
March, 1926 : a. lores 5. | ae : 12077 eee a 
Percent change § : : fe for er : - 8.5 
August, 1927 : Ape a : 99.1 3 ie aeek = Li 
November, 1927 : By Lereos eae ON a 13307) (mes 12 
Percent change : oe + 1.4 eae eels 
December, 1929 : * 12,980 a 98.0 : LS 40 : re 
February, 1930 : [Le ot : cM OWEEEE ue 13,437 : aR 
Percent change : ; ~ : + 1.4. : =. 8.9 
October, 1930 - Le yo45 ; 102.5 : LS. : dak 
January, 1931 : 12,961 98.8 13 Anes 10 
Percent change ; : : = el : - 9.1 
November, 1931 : ° 12,724 : LOL : Le Oi : 10 
January, LOYGZ “ Le SeUS : 98.8 : 12,001 H 9.5 
Percent change : ; S - 1.3 3 - 5.0 
January, 1932 : 12,203 oP We.s : 1S G5 leas 9.5 
March, 1932 : ' 12,543 : 101.4 A‘ 42,361 ; 8.5 
Percent change ; ; ‘ + O.1 : ~ 10.5 
June, 1932 4 12,584 ¢ 98.1 ; Layee? 3 8.5 
August, 1932 : Ley 7 27 3 99.1 3 12,852 : a 
Fercent change rs : + O04 : -~ 6.3 
Average percentage: 3 ; : 
change 5/ : : : - 3.5 : + 9.6 
Average percentage: : : : 
change 6 : : : - 2.0 - 9.5 
Absolute average ; : : ; 
percentage : ‘ : : 
change af ‘ : : 2.4 : 9.5 


y Table 22, Appendix. 


B Table 17, Appendix. 
~3/ Computed from columns 1 and 2. 
4 able 23, Appendix. 
2 Represents average of percentage increases in price that were assceiated 
with percentage decreases in sales. 
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These unusuel cases occur in periods when business conditions were 
changing rapidly and appear to be adequately explained by changes in 
these conditions. 


Data contained in the reports of the Market Administreatorsfor 
the various markets opcrating under Federal licenses also provide 
some indication of the consumer response to price changes in these 
markets. Only those markets where Class I milk was defined as whole 
milk, sold or distributed for consumption as whole milk, and where 
the size of the sales. area has remained constant are considered. 
These data have been received for such a short period that it was im- 
possible to compute a setisfactory index of seasonal variation and 
adjust sales for seasonal variation, except where other sales data 
from the same market where available for carlier periods. 


The results of this latter study must be interpreted with some 
caution since- there are other factors than price which influence 
sales. Sudden chenges in tempersture influence the volume of milk 
sold. There is a Seasonal variation in total fluid’ sales; which is 
in part influenced by the vacation movement, and this in turn is 
affected by the prosperity of the community. Moreover, in a period of 
several months in recent years business conditions and consumer in- 
comes have changed materially. These considerations limit somewhet 
the significance of the results of the study. It is important to note, 
however, that the results supplement the results obtained in the other 
studies, showing that changes in price are associated with changes in 
fluid milk sales, and that the changes in prices are relatively much 
greater than the changes in sales. The data are shown in Table 5 and 
indicate that an average change of 3.4 percent in sales is associated 
with an average opposite change of 12.3 percent in price. 


It appears from the foregoing that the demand for milk is high- 
ly inelastic, especially when retail price changes are relatively 
small. When price changes are relatively large, it is probable that 
the change in consuwaption may be somewhat greater than when the changes 
in the retail price are relatively small, although the change in sales 
is probably less than directly proportional to the change in price, 
although the data that are available relative to this point ere incon- 
clusive. L?/ Stated differently, while the demand for milk is less 
inelastic when large, rather than small, price changes are considered, 
the coefficient of elasticity of demand still appears to be consider- 
ably less than unity. 


——~ 


L? Sec also Rows, H. As, Some Factors Affecting the Demand for Milk 
and Cream in the Metropolitan Area of New York, Technical 
Bulletin No. 73, U. S. Department of Agriculture. 
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Table 6. Summary of changes in sales and in prices 
in specified cities. 
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SI ESN a kn ae RT 
; Estimated aver-: Retail delivery 


Sales area and period : age daily fA price, per 
:. Class Liselest: uart 
Boston: : : 
April 1934 to September 1954 AS Oe ; Aba 
October 1934 to February 1935 ; 1,592,000 : 12 
Percentage change : ee is) : + 9.1 
March 1935 and April 1955 : 1,576,006 : 13 
Percentage change : mo EL i : + 8.5 
Detroit: : a/ : 
April 1934 to June 1934 oe 21, 000 : 1$ 
July 1934 to February 1935 bh 167 O00 : uP 
Percentage change gm ae : +10.0 
March 1935 Dnt Tostooo ny i: 12 
Percentage change i - 1.2 : + 9el 
Evansville: : : 
May 1934 to September 1954 : 43,764 : 9 
October 1934 to March 1935 : 41,635 : 9.5 
Percentage change ; ~ 4.9 : + 5.6 
Grand Rapids: ; : 
August 1934 and September 1954 : Le? ied A 9 
Oetober 1934 to March 1954 : L27) 208 : 10 
Percentage change : 0.0 : +11.1 
Kalemazoo; : ; 
July 1934 to November 1954 36,759 : 10 
December 1934 to February 1950 : 40,720 A 8 
Percentage change ; +10.9 : -20.0 
March 1935 : 39,097 £ 10 
Percentage change : ~ Oh : +25.0 
Absolute aversee percentage : : 
change 2 ; 3.4 A LBed 


Tables £24 to 28, inclusive, appendix. 


yy LAjusted for seasonal variation. . 
a Represents average of percentage ehanges without regard to signs. 
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On the basis of the foregoing, it appears that it would require a 
very marked decrease in price in order that any eppreciable seasonal 
increase in the volume of milk produced for use as fluid milk be moved 
into consumption as fluid milk in the market as a whole. It is rather 
generally recognized that changes in the prices received by producers 
that »re associated with changes in retail prices are relatively greater 
than the changes in reteil prices. This is due to the fact that some 
of the more important elements in the gross margin between the price re- 
ceived by producers and the price at which the milk is sold at retail 
(transportation costs, country station charges and the bike) do not 
change with changes in volume; in other words, they 2re fixed charges 
per unit. This being the case, the seasonal variation in prices 
received by producers would be relatively greetcr than the seasonal var- 
iation in retail prices, which, as was pointed out before, would have to 
be quite marked in order that eny appreciable seasonal increase in the 
production of milk produced for use as fluid milk within the supply area 
be consumed as fluid milk. Over a period of time, the market scasonal 
variation in prices receivea by producers would tend to be reduced, 
since producers would change the seasonality of their production in order 
to sell a larger volume of milk at the time of year when prices were 
seasonally high, and would reduce their sales during the period when 
prices were seasonally low. However, it would be greatly to the advan- 
tage of some producers to change the seasonality of their production and 
little, if any, *o others, depending upon the type of farm organization 
and operation followed by each. ‘Thus, given time for economic forces to 
work out their full effects, the seasonal variation in supplies and 
prices received by producers, and consequently the seasonal variation in 
retail prices, would be much less marked than would appear to be the 
ease at first. . 


The second limitation to lowering prices on the basis of the 
seasonal increase in the volume of milk produced for use as fluid milk 
by any dealer is that, in order to hold the new customers later when 
supplies in the market are short, dealers would have to develop new 
sources of supply during the short season in order to have sufficient 
milk to meet the requirements of their larger business. These new 
sources involve an expense in development (see Part II, Section G) and 
may also have an equal or greater seasonal variation in production the 
following year. The alternative is to raise prices when supplies are 
short and thereby reduce the customer's takings or to fail to serve the 
added customer. Hither of these latter procedures is sure to lead to 
dissatisfaction. . 


~ 5O ~ 


The foregoing facts and considerations suffice to explain in 
large part why retail prices of fluid milk tend to remain practically 
constant on a seasonal besis. Thus, instead of retail prices showing 
marked seasonal variation of such magnitude that the seasonal changes 
in volume of milk produced for use as fluid milk be moved into con- 
sumption as fluid milk, retail prices remain practically constant 
seasonally and seasonal chenges in demand are reflected in greater or 
less takings of fluid milk, as the case may be, at the ruling level 
of prices. Such seasonal variations in demand re generally quite 
small, and are much less than the seesonal variation in the volume of 
milk produced for use us fluid milk that obtains in most milk market 
supply creas. (See Table 17, Appendix. ) 1s/ Thus, unless the volume 
of milk produced for use as fluid milk is equal to fluid milk require- 
Ments on a seasonal basis, the seasonsl increase in the volume of 
milk produced for use es fluid milk is diverted to uses other than 
fluid milk. Stated differently, the seasonal increase in the volume 
of milk produced for use as fluid milk becomes a seasonal excess over 
fluid milk requirements. In the next part of the analysis of the 
price structure for milk within a milk shed, an explanation of the 
development of class prices, or the classified price plan of payment 
for milk by distributors, will be set forth. 


18/ See also Ross, H. A., The Marketing of Milk in the Chicago Dairy 
District, Tll. Agr. Exp. Sta. Pull. No. 269, and Ross, H. A., 
Some Factors Affecting the Demand for Milk and Cream in the 
Metropolitan Ares of New York, U. S. Dept. of Agr. Tech. Bull. 
NOs 7d-6 
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Part IV 


The Price Structure for Milk within a Milk Shed - 
The Development of Class Prices. 


The analysis of the price structure for miJk within a milk shed 
Will now be focussed upon the manner in which class prices ar, stated 
more precisely, the classified price plan of selling milk to distribu- 
tors, develops in a milk market. At.this point it is important to set 
forth as clearly as is possible in a short paper the difference between 
the classified price plan and the rating aWanneek Phevichassified/ price 
plan is a method of selling milk to distributors, while the rating plan 
is a method of prorating to producers the proceeds of sales to distrib- 
utors. The classified price plan does not necessarily need to be 
complemented by the overation of a rating plan, and classified price 
plans are often used where no rating plan is in operation. On the other 
hand, the rating plan under certain forms of administrution becomes in 
effect a classified price plan and a plan for prorating to producers the 
proceeds of sales to distributors. For example, in some markets, prce- 
ducers associations bargain for "base" and "surplus" prices; "hases" are 
established for individual producers: for which "base milk producers re- 
celve "basic" prices. Producers are shifted among distributors in such 
fashion that the total bases of producers delivering milk to any particu- 
lar distributor are approximately equal to such distributor's sales of fluid 
milk. However, pricing milk to distributors in accordance with a classi- 
fied price plan is usually more precise than that just noted, with a more 
strict accounting and pricing of milk according te use, and is not neces- 
Sarily operated in conjunction with a base-rating plan. 


For the purposes of this paper, the classified price plan is de- 
fined as a method of selling and pricing milk to distributors in accord- 
ance with the use made thereof, while the base-rating plan is defined as 
a method of prorating to producers the proceeds of sales to distributors. 


It has already been demonstrated (see Part II) that, assuming 
little seasonal variation in the demand for milk, certain supply character- 
istics operate so that, given differences in individual producers’ 
seasonal output curves, and providing that economic forces have time to 
work out their full effects, producers who produce a relatively constant 
volume of milk throughout the year vill receive higher prices, other 
factors accounted for, than producers who produce a relatively more 
variable volume of milk throughout the year. Purthermere, the producers 
who produce a relatively constant volume of milk throughout the year will 
tend to become associated with highly specialized fluid milk distribu- 
tors (highly specialized in the sense that the operating unit is engaged 
almost entirely in the distribution of fluid milk, while those who pro- 
duce a relatively more variable quantity throughout the year will tend to 
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19/ Often called base-surplus, base-rating, and the like. 
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pecome associated with distributors who are less highly specialized (in 
the sense noted above). The assumption that there is little seasonal 
variation in the demand for milk was then examined, (Part Si pene, Lt 
was found that certain factors operate so that there is marked seasonal 
uniformity in retail fluid milk prices, and seasonal changes in demand, 
which are very small in most cases, are reflected in slight seasonal 
changes in the quantities of fluid milk consumed at practically constant 
prices, rather than seasonal changes in the quantities of milk consumed 
that are associated with seasonal changes in retail fluid milk prices. 
It is in the analysis of the seasonal behavior of retail fluid milk 
prices, and the effects such behavior would tend to have upon the prices 
received by producers, that the reasons for the development of the 
seasonal excess were ascertained. 


Once the development of the seasonal excess has been demonstrated, 
the basis for the effort on the part of specialized fluid milk disttibu- 
tors to secure a uniform volume of milk throughout the year becomes ap- 
parent. Under these circumstances, the argument that specialized fluid 
milk distributors tend to secure milk to meet the needs of their fluid 
milk trade, which are practically constant seasonally, from producers 
wha produce a relatively uniform volume of milk throughout the year, such 
producers receiving higher prices, other factors accounted for, than 
producers who produce a relatively more variable volume of milk throughout 
the year and, consequently, tend to become associated with less highly 
specialized distributors, applies with especial foreé. 


It should be noted that it is not contended that distributors 
select producers who produce a relatively uniform volume of milk through- 
out the year at random throughout the milk shed. It is rather well 
recognized that, generally speaking, producers within a particular type 
of farming area have markedly similar seasonal output curves. Tims, © 
distributor who wishes to secure a uniform supply of milk throughout 
the year can usually operate in an area or areas Where 4 fairiy teres 
supply of such milk is available. 


The situation treated above with respect to the procurement of 
milk by distributors is strikingly similer to the Situation that ob- 
tains when distributors purchase their milk in accordance with the pro- 
visions of a formal classified price plan. In the formor situation, 
there is a elose approximation to the purchase of milk on & classified 
price basis, considering the market us a whole, due to the fact that 
those distribution units which ere highly specialized, i.c., which 
distribute by fer the larger portion of the milk they secure as fluid 
milk, tend to pey higher prices for milk thin distribution units 
thich are less highly specialized, i.e., which utilize relatively 
more of the milk they secure as menufacturing milk. The difference 
between this method of purchésing milk and ¢ formel clessifisd price 
method of purchesing is merely one of the degree ond precision with 
which milk is classified in eaccordence with the use made thereof. 
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Producers! cooperative associations have recognized the principles 
noted above in barzaining with distributors and have developed the system 
of formal class prices ijnereby milk is priced by cooperatives to distrib- 
utors in accordance with the form in which milx is sold by distributors. 
Thus, a formal system of class prices, intended to secure the seme result, 
is substituted for the rather informal system of clrss prices discussed 
above. The distributor with the larger use of milk in fluid sales pays a 
higher average price than the one with a considerable utilization in man- 
ufactured products. The system of formal class prices has the advantage 
for the producers' cooperative association of simplifying the bergaining 
arrangements, since it automatically establishes the basis of payment for 
the different dealers once the general terms for the market are determined. 
without class prices, individual bargains would be necessary with each 
dealer in order to insure producers the full value of their particular 
milk, and the association would te exposed to the criticism of over- or 
under=-pricing the milk of particular producers and over- or undcercharging 
particular distributors. Class prices dispose of this necessity for indi- 
vidual bargains anil result in payments corresponding to the prices which 
would have been errived at under proper individual bargaining. 


In addition to the seasonel factors treated above which lead to the 
development of a classified price plan of selling milk to distributors, 
there are certain types of organizetion of supply that would lead to the 
development of = iormal cless price system, even though the volume of milk 
produced throughout the year and the volume of milk consumed in the market 
throughout the year viere precisely correlated, except for daily variations 
in demand and supply. In such cases, the reason for the development of a 
Classified price plan is to be found in the fact that there must be brought 
to market a volume of milk in excess of daily average sales, such excess 
volume being needed to aeet daily veriations in sales. 


It is rsther well recognized that there are significant variations 
in the amount of milk sold from day to day in a fluid milk market, such var- 
iations being attributable to such factors as (1) consumption and working 
habits of the people which tend to show a regular day of the week veria- 
tion, (2) holidays, and (3) changes in temperature. 


Constmption aad working habits of the people are such as to cause a 
rather regular day of the week varietion in the sales of various products. 
Most business concerns, for exam le, do not operate on Sunday and many also 
close operations on Seturday afternoons. The Sunday dinner is frequently 
a heavier and more elaborate meal than that served on \eek days. These 
factors affect wholesale and retail sales of the various products differ- 
ently. ‘Jholesale sales of railk and cream are ordinarily low on Sunday, 
vith sales to restaurants and cafeterias also low on Saturday. Sales of 
cream to stores sre usually large on Saturday, lriday and “Monday. Route 
sales of milk and cream are heavier on Sunday. 
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axamples of the variation in the average sales on various days of 
the week for several markets are given in tebles 6 to 10, inclusive. [n 
general, the greatest variation is found in cream sales, the range for 
the New York market for all cream being from 84.7 percent of the average 
daily sales for the week on Sunday to 127.9 percent on Saturday. For 
all milk in the same market the range was from 90.2 percent of the 807" 
age daily sales for the week on Sunday to 102.8 percent on Friday. 
Examination of the tables indicates a greater variation in wholesale 
sales of fluid milk than of the retail sales, but in the case of cream 
the reverse may be the case. These variations differ in the various 5 
sections of a large city depending largely upon the economic status of 
the consumers and the number of persons who lunch away from home during 
there. ee Since dealers have varying proportions of retail and whole- 
Sale business and serve different sections of the population, they are un- 
likely to have variations in sales corresponding to those in the market as 
a whole. Some dealers will have larger variations in sales and others 
smaller variations. The difference in the character of the business of 
dealers and the consequent differences of sales by day of the week, even 
for the same type of products, are shown in tables 11 to 14, inclusive. 
These tables show the variation in the sales of Milwaukee, Wisconsin, 
dealers during the week of April 22 to 28, 1934. The daily sales of each 
dealer have been shown as a percentage of his own average daily sales for 
the week. ‘This variation in sales among dealers means that the excess 
milk above the everage daily ssles of the market is higher than would be 
the case if dealers had available some method of integrating their indi- 
vidual fluctuations in sales with other dealers having different fluctua- 
tions, through a shifting of milk between them. 
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20/ Ross, MH. A., Some Faotors affecting the Demand for Milk and Cream in 
the Metropolitan Area of ilei: York, United Gtates Department of Agri- 
culture ~ Technieel Bulletin 75, 1028. 
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Table 8. Daily fluetuation in retail, wholesale and 
total sales of fluid milk and cream in 
Reeding, Pennsylvania. 
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Percentage of average daily sales for the week 
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Compiled from "Distribution and Coasunption of Milk in Reading, Pennsylvania," 
ry T. kK. Cowden, Pennsylvania Agricultural Experimental 
Station, Technical Bulletin €14, November 8, 1933. 
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Holidays also exert a considerable influence upon milk and cream 
sales, since these are occasions for special activities. On certain of 
these days, notably during the summer, there is a considerable movement 
of people out of the city, while other holidays are feast days. Jn 
general, milk consumption appears to be somewhat decreased on holidays 
except for increases at Thanksgiving and Christmas. Sales of extra 
heavy cream at Christmas and Thanksgiving increase by over eighty per- 
eent. Data for the New York market are given in Table 15. 


Temperature is also an important factor in short-time variations 
in the demand for milk. In general, an increase in temperature is 
associated with an increase in demand, and a decrease in temperature is 
associated with a decrease in demand. In the New York market it was 
found that temperature changes in winter are more marked than in summer 
put that a change of a given number of degrees produced about three 22/ 


times as great a change in summer as a Similar change in the winter. 


On the basis of the foregoing, it appears thet a considerable 
volume of milk in excess of average daily sales must be brought to mar- 
ket in order to have a supply sufficient to cover daily vyeriations in 
the demand for milk. Few datr «re available relative to the necessary 
size of this daily excess, hereinafter termed the operating reserve, but 
it appears to range from ten to twenty percent of average daily sales at 
least, and perheps higher in some marketsSe 


If the producers in the market so,orgeanize their service of supply 
to the distributors so as to remove from them entirely or even partly the 
necessity of carrying this "operating reserve", producers can secure a 
higher price for the delivered milk since the distributor has always 
available all the milk he needs for his fluid milk trade and is also 
relieved of the necessity of procuring his milk from a large number of 
individual producers end is under no necessity of taking milk, a portion 
of which must be disposed of in channels other than fluid Micke ‘loreae 
one of the services which operating producers! cooperative associations 
commonly provide distributors purchasing from them. They are thus able 
to sell distributors milk at a.higher price than they are able to secure 
when distributors are not so serviced. ,ere would thus arise what 
amounts to a class price for milk, distributors paying a certain price 
for the milk called for from the association and used for fluid purposes, 
with the association utilizing the remaining milk in the most profitable 
possible manner but intuses yielding somewhat lower returns than the 
fluid sales. The difference between the prices charged distributors for 

' 
22/ Ross, H. Av, Some Factors Affecting the Demand for Milk and Creem in 
the Metropolitan Area of New York, United States Department of 
Agriculture Technical Bulletin No. 73, ppe 39-44. 
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Table.12; Daily fluctuetion in wholessle sale of 
Pints Of reser miik, Milwaukee, April 
22-28, 1954. 
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Compiled from unpublished deta secured during the Milwaukee Milk 

Survey conducted by the Federel lmergency Relief Administretion, 

and Wisconsin mmergency Relief Administretion under the direction 
of the Agricultur:1 adjustment « ministretion. 
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fable, 13. Daily fluctuation in retail sales of 
quarts of reguler milk, Milweukee, 
April 2c-<8, 1934 
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conducted by the Federal Imergency Relief Administretion end the Wiscon- 
Sin Emergency Relief Administretion under the direction of the Agricultural 
Adjustment Administration. 


Compiled from unpublished deta secured during the Milwaukee Milk Survey 
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Table 14. Daily fluctuation in wholesale seles of 
quarges of 16% cream, iiilwaukee, April ¢2- 
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Compiled from unpublished deta secured during the Milwaukee ‘ilk 
Survey conducted by the Federal Kmergency Helief é£dministretion 
and the Wisconsin Emergency Relief Administretion under the di- 


rection of the Agriculturel Adjustment Administretion. 
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Table 15. Daily fluectwetion in retail sales of 
half pints of 18% cream, Milweukee, 
April 22+28, 1934 
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Compiled from unpublished deta secured during the Milwaukee Milk 
Survey conducted py the Federel tmergency Relief administration 
‘and the Wisconsin Emergency Helief Administretion under the 
‘direction of the Agriculturel adjustment Administration. 
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milk that is sold by thom as fluid milk end the price the association 
meceives Tor milk in ‘other us es is, other factors being the same, tho 
premium distributors are willing to pay for milk when. such mits 
furnished them in conforminée’ with ts deily needs. 

Although there: may - be ether factors eee in a’ particular mar- 
ket, also contributes to. the, development..of a system of class prices, 
the foregoing: breatment suffices to isn Oia vie more important 
considerations obtaining that, taken &s a whole, lead to the develop- 
ment of class prices in most important milk markets. 
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Table 17. Index numbers of séasonal veriation in fluid 
a) milk sales by distributors purchasing from 
cooperétive associations. 


3 
. : , 2 
4 Bait imore Boston ; Twin Cities 

January ; twat 96.9 . 98.8 

February : 95.6 97.6 LOL, 

Merch 100.2 : 98.6 101.4 

April ‘: 100.4 97.2 + 101.8 

May 103.1 99.5 : 99.5 

June : 101.4 102.8 98.1 

July 99.0 106.8 98.0 

August 96.4 103.1 99.1 

September 1008S : 100.5 LOO. L 

October ; 103.0 100.4 102.5 

November L020 100.7 LOLs? 

December Sie ras 95.9 ; 98.0 

Average 100.0 LO, Ons 100.0 

Index number's were calculated by the median-link-relative method from 

data of fluid milk sules, omitting those months in which price changes 
» occurred. For basic data used in computing the index for Baltimore 
he see tables 17 and 18; for Boston, see tables 19 and 20; and for Twin 
+ Cities, see tables 21 and 22. 
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Tablo 2%.. Sales and retail prices of fluid milk in tho 
Boston Salos Arcade Q 


; ——TEstimated: Retail ; Retail: Class I 
: Class I :Milk reported:Estimated: average :delivered: store :price per 
Year; ‘sales’, laa Percent) of. ‘total. >. daily” i price + price cut ssor 
BUG iy OF - estimated : Class I: Class I: per %: per :3.7% milk 
month <<. milk » Soteal sales.w..v6alesn.s..sales. s  guart : quart :f.0.0¥ City 
O00 1bs.: |, Percent + OOO Tbs.? O00 Lbs.n 9 Cents +: -Cents ; Dollars 


1934 : : : : : : 
Roril Al seag." SCONCE MAG LOOks wi, O40 eae ike, Dot DO org Tees 
May B 44.4509. -3 89.0 HOLT P6L6 Sees 2) LO =. d= Shee 
June : 43,632 : 89.5 Pm eetol. 2 (Aw 6SS. San el SA AMO) ah" eee 
July P - cee 89.5 Ay Sonora. pla hod ew. da ee 6 eee ee 
August ap SoD 90.0 eee TOG "2 COS Tae, at PA) sgh a” ee ace 
September : 42,847 : 90.0 fy a esOR 6 14 BBY eee EL ¢° LOW Ss eis 
eorener ty 440790 FY eave NO 4eAOGu: aly OOS eel le her 9 be ae eee 
November ; 43,482 : 88.5 aa. LOO Sm dee : de 3.26 
December ; 42,698 : BOs) Ih ceeoecd 2. ul OGD e 2 : MS 2 5.26 
LOSS f j ; ; : : : 
getuaey "= 45,207 : 88.0 pee. 009 + he, «Gai oT hes eee 
February ; 38,231 : CoO el eo44.: i569 eee de) | a) ie eee 
March Ae 7Gy : 86.0 20,505 : 1,597 tan 13 ee ee 
April PAGER | BECO! AG 658 a ees ees SMe 2 a) me 8S 
eed day TO 1: : : : : 

September : ; ; 5 peer os Ip 

October to: : ; : ; : 
February : : : char Pitas aay) Be Ln : 

% change ; : : 4 ew LO Sai, Ora. : 
Mareh and } : 3 : 

April : : ea So) iL reed La 

% change ; ; ‘ : -—1.0 1 +8.5 


Seales and Class I price compiled from reports of Market Administrator. 2 
Retail prices compiled from reports of U. S. Department ef Agriculture Market Ners 
Service. 


1934 
April 

May 

June 

July 
August 
September 
October 
November 
December 


19585 
January 
February 
March 


April to 
June 


July to 


February : 


% change 


March 
% change 


Table 25. 

om W's eke 3 “: Milk a ee ee ee a 
+ Class I srevorts d :Estimated: eat iat eda 
Sales :as percent: total average: 
“Or -OoF esti- Olees bs "deley . 

milk : mated, Sales. : Class I- 

i Met Sere ee 2 atte ales 
; 000 Ibs.: Percent ; "000 lbs.: 000 Q00 lbs.; OC 

35,448 : 90 SOesG7 BOeLes 1s 

OT Boo | 98 covorce 2) A246 

Boao‘ 99 mopoa fuel. 

35,496 : 98 Belen GWALeV6S 

34,344 98 25045 Senso 

Day Pod. 97 S972 + L159 

34,776 98 35,486 : 1,145 

33,419 98 SALOU, POUL E70 

33,671 98 BGS. 108 

34,804 : 95 36,636: 1,182 

31,948 : 98 Bay600 2 1,141 

45,868 : 98 o6 , B00 LeveL 

1,257 

: Sy abgdsSO 

: -8.5 

1,181 

+627 


oe 


Sales and Class I price: 
Retail prices; 


ES ly ae 


e . . ° . . 
A OL LLL LLL IE LS LOCC ONS COU LN OIE LEE STEES = i pape esiNteNee tap petal Seemann tiie 


Compiled from reports of the United 


Market Iiews Service, 


ay See test for index used. 


Sales and retail prices of fluid 
milx in the Detroit Sales Area. 


re rr re re re eat ee ee ee, 


: Da ily :Class 1} 
sales : Retail ; Retail: price 
adjusted:delivered: store :per crt 
;fOr S@ar: perce ¢ —price oteeeo., 
:sonalVa~ per :° per : milk 
,_iriationt: fa : quart :f.0.b.ci 
000 Ibs. Cents : Cents: Dollar: 
Tae S. 4 10 : 10 B02 
s Peel? so RE Oe. Fe 2.02 
Ps 2 5. Gab 2.15 
Hepeo..: © Gala). DNs 
By Ne 11 : ae ras 
Deno ae ; ee Bee 
ace: a. : ae ley 2 
EOS 5 bie ~ ie 2.26 
Leo: a 3 2 2407 
Jeno. Le : Cals 2 ge. eugeeen 
1,246 + 12: : Be Se Beno 
hy eit Ea : Le) “ee 
Len ees 10 
m RANE ci? Det nae 
~4.4 ; +10.0 
PLDs: 4 ae 
divert aes 


. 
| acuenad ieenenineteiee eee tee 


Compiled from reports of Market Administrator. 


States Department of Agriculture 
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Table 26. . Sales end retail prices of fluid milk 
in the Evansville Sales Area. 


oe ee ee 


: ‘Milk re- : ‘Estimated :Retail:Retail:Class is 
:Class I :ported as :Estimated :averege -deliv-:store :price per 
Year ‘sales of:percent of:total :daily -ered :price :pound 
and :butter- :estimated :Class I :Class I smrdee ’ sper :butterfat 
month tat :total -sales of :sales of. :per :quart :f.0.b. 
: :sales sbutterfat :milk squart : scity: 
iis. {ob Riallannis. Rind AN ORIEN ANS Grint ee eye 
; Pounds ; >ercent : Pounds ; Pounds :; Cents: Cents: Cents 

1934 eo ee es, g aga ss a. : 

. March SUNS , CH” 5 90 : CELeO + PPOLyeIS 3 8.02: ery ar 48 
April : 47,589 : COW MERRIE «AG. BO Biie eerie tS. 
May : 46,979 ; Gyh! 1:6 MBS, 509 «58 455840 omen 4 ae 48 
June SO ku): 85 ‘ 54,465 ; 47,689 9 8-9 48 
July Ne TOU) = 95 od DOgeeR = 42,680 9 8-9 48 
August : 45,008 : 50 <z) BESOsCOR aMEtet452 og B=3y 48 
September : 40,957 ; 88.6: AS 27: ae aOR LOS 5) as | « 48 
October : 42,407: G7 «« | 463744 Sea 40 9.5 : 9-10. 48 
November ;: 41,155 : 89 - | 46239 <<: 40,061 B50. Beer: wires, 

“December : 41,184 : 88 Se AG 2800 se oe, 728 9.5 + -9=LO ere) 

LGGO : Hes Te ‘: : 

Geanuery: + 45,551 : CO. .: WRSGR6G GE MOe890 ~:08eS = Set0e: DS 
February : 40,059 ; 88 ‘. AD MOLE eae Be- «sa9,5 - 9-10 ; ate 
March : 40,090 : 89 : 50,663 : 44,441 One Velo or) 

May to ‘Sept.: : : AG Gee VLD : 

Get. to Mar.: Hi-a : ed OOO. RD: 2 

Percent : : : a : : 
change ; : : —%e9 t+ O06 3 : 


e 
° . 


e 
i ee 


nn a 


re 


NOTE: Percentage changes from March sales and prices were not calculated since 
sales during that month appear to have been unduly high. 


Sales and Class I prices: Compiled from reports of Markst Administrator. 
Retail prices: Compiled from reports of the United States Department of 
Agriculture Market News Service, 
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Table 28. Seles end reteil prices of fluid milk 
in the Kelemezoo Seles Area 


:EstimarRetail 


RT RES: ‘Milk ve-. Estimated : Class I 
:Sales: of :ported es:total . -ted av:deliv- :price per 
Year Mile’) -. spercente Claas I :erage :ered -cwt. of 
and :of estime:Seles | :deily :and 73.5% milk 
monte Or ON ea ovens.) -Gléas :store :f.0.b. 
: ‘OClagsh irs: heme Soruecr (CLLy 
: ‘Sales :Sales :per gt.: 
:Pounds :Percent :Pounds :Pounds:Cents : Dollars. 
193475 
July 1 yeeGr G54: 98 . i261) ,259 2405600" .. LO e  Le oe 
August: 1,053,648: 98 mir, 145! $54 beee Oe: 1.85 
Sent... : 1,046,954; (9S 0 Peet 647 255.458) 10 mee: 1.80 
October: 1,078,968::. -98.- :1,100,987 :35,516: 10 iseo 
November 1,062,866: 95 Pieeirs S06 334, coe: 10 1.85 
December 1,145,373: 95 cua one sIo,O0C: 8 Leo 
1935 > 4 : ; 
Fenuery : 1,2i0i98: 97 O74 045 24, 12e7e 6 1.85 
February: 1,144,550: - 98 1,179,948 :42,141: 8 : eae 
Merch SL 05808" 95 Li eee (Oo, Soe SLO 2200 
JEly tO : ie ¢ : ; 
November: : : Seo proms. who 
December: : : : 
to Feb.: : : 240,720: 8 : 
Gchengre ; : : pe LOCOS A200 
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Sales and Class I Prices compiled from reports of Market Administrator. 
Retail prices compiled from reports of J. &. Depertment of Agricul- 


ture Market News Service. 
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Table 29. Sales and retail prices of fluid 
milk in the St. Louis Sales Area. 
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Year :Class I :Milk re- sEstimated:Estimated:Index :Retail :Class I 
and :sales ‘ported as ;total ‘average :of av-:deliver-:price 
month 10D Mik spercens oT Class T sdaily serage :ed price :per cwt. 
: sestimated :sales ‘Olasé I itdaily <per of 3.5% 
: :total Class: . :sales :Class :quart :milk 
: 7I sales : : ae ard : SDiekhe tie 
: ‘ ; ; sales : ,C1TY 
; O00 fbs.': Percent ~?: 000 Lbs.: O00 Lbs.: Per- + Cents :Dollars 
: 4 : ; > cent : : 
1934 ; : 5 ; : ; ; 
April PLO ee ns 99.8 FudGwaoo ft 562 Serie, os Td Ia85 
May s Lees LOGO eee: 584 en Os vas! : Lee 
June prem a8 2 Te LO0.0 Se LIES os 598 awning 1s al: $ Feo 
vaby eke hte eae 99.7 Cees res aa 590 Se Ne fa i t eee 
August Se pee oes 99.8 aR oe Ot a lero) ~~ 208) La. <. Bend 
september . + 16,167, 3 99.7 aS 5 2A oe 041 Fe 98 : me i | Bedo 
October SL Ge Oo 99 wD Se SOO Li 2 549 : Pe ie bee 3 ROU 
November eater 8 97.9 LG ie 054 : O7) is eu $ Beas 
December 4 NR ila 99.8 fj LosSOL, 6 510 : Of % a Spon 
1935 = : : : : : : 
January QL ewer, = 99.6 Se LG ie. ans SL? : 94 : CMe emer er), 3.9, 
February FRAG fe 99.5 tie 5: ae 2 Par 028 : 96.2 eth : 2400 
March AO hohe 2 99.9 » 16,800. 3 542 : 99 > bee $ Bebe 
Average : : 


Sales and Class I prices: Compiled from Rerorts of Market administrator. 


Retail prices: Compiled from reports of the United States Department of 
Agriculture Market News Service. 
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